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I. General

A. Economy

Panama's Gross Domestic Product (GDP) has growp'at an average
annunl rét; of 8 percent since 1960, one of the highest rafes in Latin
America. (See Table 1.) Moreover, this eipansion has not been accompanied
by inflation. The poorest year for the economy was 1964 when GDP rose
by only 5 percent. This slowdown, which was precipitated by a loss of
business confidence following the outbreak of riots in January of that
year, was short-lived. In 1965 GDP grew 8 percent to about $615 million,
yiglding a per capita GDP of somewhat'more than $500 -- considerably higher
than the average of less than $300 for the fi%e neighboring countriés of
Central America. The economy probably expanded at approximately the
same rate in 1966.

Panama 1s, nonetheless, still in the early stages of
deveiopment, and living standards remain low for the bulk of the
ﬁopulation. The higher income groups, in contraét to those in many

tin American countries, have reinvested a large portion of their

earnings in the economy. Gross domestic investment by the private
sector, averaging 14 percent of GDP, has been & major determinant of
the economy's growth. In the public sector, investment has averaged‘an

additional 5 percent of GDP, representing & total investment since 1960

of $141 million in such public development projects as roads, housing,

[ S
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public bulldings, end water and sewerage. Foreign loans and grants have
been & significant source of these funds, supplying 38 percent of the total,
!

A rising level of Toreign exchange earnings also has been a ma jor
stimulus to-ecopomic growth. T?tal exports (including commodity exports
and net earﬁings'from the sale of services) increased from $77 million
in 1960 té $175 million'in 1965, an increase of 128 percent: A sharp
rise in earningsfrom the sale of services to the Canal Zone, the doubling
of banana exports, and the initiastion of exports of refined fetroleum
accounted for most of these gains. This increase in exports has

rermitted commodity imports to increase from $109 million in 1960 to

188 million in 1965.

In terms of individual sectors, the most rapid growth was registered
by ipdustry, mining,vand construction which increased 11 Percent annually.
-By 1965 these activiti;s constituted more than one-fifth of GDP and
employed 8 percent of the labor force. Services, which are based
directly or indirectly on the country's function as an international
transit point ana entrepot, expanded at an snmual rate of 8 percent.

Service activitieé (including services sold to the Canal Zone) constitute

the largest component of the economy, accounting for three-fifths of GDP

and 30 percent of the labor force. ThefiﬁﬁgftéﬁéénbfrfhéiCanéi'Zohé to the

Panamanian econcmy is reflected in the estimate that about 40 percent of total

GDP is derived either directly or indirectly from Canal Zone activities.

‘Agriculture, which accounts for 20

- 3-
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TRTRTY
pe“eent of GDP but employs almost half “the’ 1abor force, showed a growth

rete of nearly 6 percent per year during the period, resulting mainly
from increased plantings on commercial farms.
Most of Panama's smell, industrial base is directed to the domestic
market for processed foodstuffs, soft consumer goods, and construction
" materlals and enjoys é high degrge of protecﬁion from foreign competition.
Panana's ;ingle bil refinery is the only export-oriented industry. Modern
‘industrial plants are concentrated in Panema City and Colon. Avay from
these centers there is a proliferation of cottage industries (about
’lS,OOO in 1960) producing'foods, beverages, and clothing.
Agricultﬁre, wi£h the exception of a small number of large farms
producing foodstuffs.for the urban market and banenas, coffee, and sugar
‘ for export, is largely isolated from the commercial life of the country.
Some TO percent of agricultural producers in Panama are only marginally
involved in the money economy. These farmers follow traditlional agricultural
4 practices which have not been influencéd by technological advances.
The lack of transportation, storage, and cr;dit facilities all
" have coﬁtributed to the low level of agricultursl productivity, and
uncertain land tenure offers little incentive for change. According

to the 1961 census, 90 percent of all farms were held without clear title.
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Efforts by the Robles government to ralse the level of agricultgral
productivity have moved sloﬁly. Its program of price incentives for
several baslc food crops has met with some success as have its efforts
to increage the production of t?aditional agricultural exports. Progress
in establishing land tenure, ef?ecting technological iﬁprovements, and
ﬁuilding farm to markét roads, however, has bee# disappointing. Budgéﬁary
expenditures fof these programs generally’have beeﬁ small, and the
Bhortqg; of experienced personnel and the lack of coordinated plamning
have limited their effectiveness. These factors also have limited the
development of less traditional fields such as forestry, fishing, and
liveétock.

_Ibspite the economic growth that Panama has experienced, urban

problems of unemployment and housing have worsened. Unemployment

among nonagricultural workers increased from 15 percent in 1960 to 2L
percent in 1964 as population growth and the influx of unskiiled young
people fiom rural areas sharply‘expanded the nonagricultural labor force.
During 1960-€), the nonagricultural labor force grew at an average
annual rate of 3.8 percent whereas nohagricultural employment increased
Jonly 1 percent annually. The high level of unemployment prevailing in

1964 probably did not improve in 1965 and 1966. Population growth

- 5-
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and migratinn to urban areas also have been responsible for the worsening
of the housing situation in Panama Citj and Colon where between 40 and 50
percent of the inhabitaﬁts‘live in slum conditions. The present housing
ébovtage is est;mated at & minimum 47,000 units and it 1s increasing at

a rate of 4,000 ammually.

Panswa's dependence on borrowing for financing a major portion
of 1ts pub}ic investment program has resulted in an outstanding public
débt of $154 million at the end of 1965 and a degt servicing
requirement that absorbed 1k percent of ordlnary budget expenditures
in that year. Of the outstanding debt, more than 50 percgnt is owed
to foreign creditors ~-- the US goverrnment, international lending
agencies, and private bondholders. The share of public investment
programs financed by foreign sources possibly will increase to as much
as TO percent of total public investment in 1967 and 1968. International
lending orgsnizations hgve expressed concern over the increasing burden
of public debt, but rising tax revenues resulting from new legislation
and improved collection should offset to some extent the relative burden
of the growing debt.

Panama's ability to sustain its present rate of economic growth
depends to & large extent bn the degree to which it can finance an
increésingly high level of imports. Net earnings on goods and services to
the Canal Zone offset over 85 percent of the deficits incurred in trade

=6 =
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with the rest of the wgrld in 1965. These deficits, however, are Increasing

at & considerably faster rate than are earnings from the Canal Zoné. Increases
in the flow of foreign capital to balance the deficit on goods and services
are expected during 1967-68, but growing debt service requirements will

limit net réceipts on capital account. ?he need to increase forelgn

éxchange earnings fhrough an expansion and diversification of exports

of goods anq services 1s even more lmperative In the long-term because

of the impending construction of a sea-level canal. A sharp reduction

in foreign exchange earnings, and 1ts attendant dislocationsthroughout

the economy, will occﬁr ip varylng degrees under all the plans being

contemplated.
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B Human Resources

- 1. Population

| ;Panam;'s population. at the end of 1965 is estimated at 1.2
million, ﬁwice that .of 19k0, Iyri#g 1951-65, the population g#ew at the
averaée anﬁual rate of 2.9 percent. At thls rate, the population will
be-l b miliion in 1970, 1.7 milllon in 1975, and 1.9 million in 1980,
Life exﬁgctancy 1s 62 years in Panams compared with 46 years in Colombia
and 60 in Costa Rica,. Infant mortality is high but is considerably lower
than in neighboring Central Amerlcan countrles The ethnic composition
bpf the population for 1965 is estimated as follows: TO percent mixed Indian,
Negré,and white, 14 pe?cent Negro, 9 percent vhite, 6 percenﬁ Indian,
and 1 percent Asian and other.

) The death rate in Paname, which is estimated at 7 per

1,000, is low and is attributable to the extreme youth of the population:
in mid-1966, more than Lo percent of the population was below the age or
15, whereas 13 bercent of the‘population was age 60 or oidef. The
propgrtion of thé population lé years and younger has been growing becausge

of a sharp decrease in infant mortality. The number of infent deaths

per 1,000 live births dropped from 57 in 1960 to Ll in 1965.

o 7 03300150001-8
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Pﬁnama's population density, which is Lh persoﬁs per square
mile, is above'that of Nigafagua but is below that of most Central American
countries. Distribution of the population, howeve;, is uneven. DPanama
City, bwirth 331,500 inhebitants, and Colon, with 63,500 imhabitents,
accounted‘for alﬁos; one-third Qf the fotal population in 1965. Most éf
Panama east of the Canal Zoné, including eastern Panama eand Derien Province,
;nd nearly all the northern coast west of the Zone (Bocas dd Toro Province)
have small populations and remsin virgin tropical forest. The rural
bopuiation is éoncentrated in the settled agricultural regions of Fhe
‘south and west (Chiriqui, Veraguas, and Cocle Prévinces). The distribution
of the population by province in 1965 and projections to 1970 a?e shown
;:ji;j::;in Table 2 and Figure 2.
The'population of Panama City and Colon has been growing at
an average annual rate in excgss of 4 percent because‘of the migrafion
of unskilled peasants from rural areas. This population movement has
contributed to growing urban unemployment and.has exagefbatea the urban
(Table 3)

housing problem. The following tabulation/shows the urban-rural distribution

of the population and rates of increase for selected years 1930-60.
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Table 2

Penama: Populstion Estimates by Province,
' 1965 and 1970
] (Thousand)
1965 _ 1970
. Percent Percent Average annual
Province . Number of total Number of total increase %
Bocas del
Toro 37.5 3.0 koo 3.0 2.7
Cocle | 106.5 8.7 119.5 8.4 2.3
Colon 113.7 9.1 121.h 8.5 1.h
Chiriqui 218.5 17.6 249.7 17.5 2.7
Derien 22,2 1.8 2&5 1.7 2.0
. Herrera 69. 4 5.6 76.6 - 5.4 2.0
Los Santos 77.0 6.2 | 82.2 5.5 1.3
Panaa 451k 36.3 550. 3 38.5 1
Veraguas 147.6 11.9 ,161.8 11.3 1.9
Total 1,243.9 100.0 1,428.8 100.0 2.8
Panama City  331.5 26.6 Lo2.2 28.1 k1
Colon City 63.5 5.1 67.0 b7 1.1

3
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Table 3
Panama: Urban-Rural Distribution of Population, Selected Years
1930-60
Rural Urban
, Average Average
% total annual increase % total annual increase
1930 . 69.9 - 30.1 --
9k0 66.2 2.2 33.8 4.0
1950- ko 2.1 36.0 3.2
1560 58.0 2.0 ‘ 42.0 o k3

2. Education

As 8 result of the emphasis placed on education, fartiéularly
in the past ten years, Panama. enjoys one of the highest literacy rates in
Central America. According to the-l960 census, 78 percent of the total
population ten years or older has receivéd some formal instruction and is
‘considereq literate. Elementary school education was compléted by 60
percent of the population, high school by 16 percent, and 2 percent
completed university studies. In Panama and Colon in 1960 the literacy
rate was 92 and 91 percent respectively, whereas the rate in the rural
provinces averaged only 69 percent.

The government of Panama in recent years has devoted a

. the ment of

slgnificant portion of its resources to/deVelop/educational facilities.
Planned expenditures on education in 1965 amounted to $21.2 million,

o4 percent of the government's planned ordinary budget. These -

expenditures represent an increase of 55 percent over expenditures in 1960.

DP79T01049A003300150001-8
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Tbtal.school enrollment during the past ten years has
increased 4.8 per;ent per yéar and since 1958,5.6 peréent. University
and high school enrollments have increased at & faster rate than
enroiimgnt in other types of schools ana in 1964 represented 22 percent
of total %tudents compared to>15 percent in 195#. Table 4 shows
school enrollments during 1954-614,

University enrollment has nearly trebled since 1954, totallipg
nearly '

/6,000 in 1964, Approximately one-third of university students were
enrolled in 1964 in philosophy as coﬁpared to L0 percent in 1960.  Two
other principal fields of study ére public aéministration and commerce,
accounting for 24 percent of enroliment, and natural sciences, accuunting
for 22 percent. Lgss than 2 percent of enrollments gre in medicine.
Graduates from the university numbered 316 ig 1965, an increase of 42
pgroent over 1960.

About L0 percent of this enrollment is in urben schools apd'60 percent in
rural schools. High schooi enrollments in 1964 totalled 51,000, more than

double the enrollment in 1954. In 1963, 70 percent of elementary school

graduates entered high school as compared to 49 percent in 195k.
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Teble U
Panama: School Enrollments, Selected Years
1954 -64

Thousand_students

_séhool 1954 1956 1958 1960 1962 1964
Kindergarden 3.1 . 3.3 3.0 3.3 3.5 4.3
Elementary 132.7 41.3  1bs5.6  161.8  179.8 196.L
. High School 23.2 27.k 33.3 39.0 L. 51.0
Uniyersity = 2.0 2.3 3.0 3.7 L4 5.7
Nursing ' .08 .10 .09 .12 .18 27
Special &/ .15 .20 .2k .29 .32 .37
Other b/ 2.2. 2.9 2.8 31 3.k 3.2

Total 163.4 177.6  188.0 21l.2 236.3 261.2

a. For mental or physical defectives.

b. Specialized vocational training.

- 13 -
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Panama's lsbor force in 1964 was estimated at 378,000 -- 33
percent of the total population and 49 percent of tﬁe working age population
10 years and‘ older. Of the total labor for;:e, 186,000 persons, or 49
percent, are classified as agricultural (including forestry and fishing),
and.192,000 persons, or 51 percent, are clasgified as nonagricultural.

During the four year period 1960-6k, the total labor force
grew 2.9 percent a year. The movement of peasants to urban areas during
this period, however, resulted in the agricultural labor force growing
by 1.9 percent annua;ly, whereas the nonagricultural labor force grew 3.8
percent annuaily. A comparison of the agricultural and nonsgricultural
lsbor force in 1960 and 1964 is shown in the following tabulation in

thousands of persons.

-

1960 1964
Total lebor force 337 3718
Agriculture 172 186

Nonagriculture 165 192
About 20 percent of the agricultural labor force is employed

full time on large plantations. The largest employers are the Chirigui

Tend Company (10,000 employees) and the Citricos de Chiriqui (Chiriqui
Citrus Fruit Company -- about 5,000 employees). The remalnder of the

agricultural labor force consists largely of peasants subject to disguised

-1k -
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unemployment,' These peasants ekeiout & bare existence on small plots,
supplementing their meager incomes when possible by seasonal work on
plantati&ns;

Employﬁent in nonagricultural sectors in 1964 was estimated
st 146,000, an increase of only 4.3 percent over that of 1960. This increase
represents an annual growth in employment of only 1 percent whereas the
total nonagricultural labor force was increasing at a rate of 3.8 percent
annuall&. Unemployment among nonagricultural workers, consequently,
increased from 15 percent in 1960 to 24 percent in 1964. There are no
official estimates of employment or unémployment for 1965 and 1966, but,
even under the most favorable assumption% nonagricultural.unemployment
probably was at least 2 percent in both years.

The largest employers of nonagricultural workers are the
Panemanian government, with more than 30,000 employees, and the Canal Zone,

*
with 18,000 employees. The other principal sources of employment are
listed in Table 5 ‘_. By sectgr, the most Important sources of
employment for nonagricultural workers are services (L0 pe?cent), commerce
(19 peréent), and manufacturing (16 percent). The distribution of
nonagricultural labor force by typé of activity in 1960, 1963, and 196k

~

is shovn in Teble 6 .

¥Full time employees only.

- 15 -
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; Short-term prospects for more productive employment of
sgricultural workers and fof reducing the unemployment rate of nonagricultural
workers are not bright. Bénana and citrus plantations currently are undergoing
some expansion but will absorb 'qnly a small part of the anmual increment
to the ag.ri‘cultural labor force. Agrarian programs .to increase the
productivi‘by of small farmers have moverd slowly. Even if ’these p).:'ogram‘.s
gre accelerated, only marginal improvements can be expected in the sHhort-term
and the flow of ﬁnskilled péasants to urban aresas proba’bl;y'bwill continue

unabated. The rapid growth of the nonagricultural labor force and the

]
low level of skills that prevaill willl make efforts to reduce unemployment
extremely difficult. A continuation of present high investment levels

and economic growth are unlikely to ease unemployment unless labor

intensive public works projects are greatly expanded.
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Table 5

Panama: Principal Sources of Nonagricultural Employment
1963

Firms Employing 600-1,000 Employees
Cerveceria Nacional (brewery)
Cia. Panama de Fuerza y Iuz (electric power)
Azucarera La Estrella (sugar refinery)

Firms Employing 400-600 Employers

La Biskayna, S.A. (retail food sales)
'Hotel E1 Panama Hilton
Cemento Panama (cement)

Firms Employing 200-400 Employees

Refineria Panama (oil refinery)

Terminales Panama (truck transport)

Chase Manhattan Bank

First National City Bank

Hotel Continental

Constructora Martinez (construction)

Panama Agencies Company (ship transport)
Abattoir Nacional, S.A. (meat packing)

Cia. Panamena de Alimientos (retail food sales)
Sears, Roebuck, and Co.

Pan American World Airways

Almacenes Romero, S.A. (importer)

Tagaropulos, S.A. (retail food sales)

Clayco, S.A. (retail sales)

Cia. Panemena de Aceites, S.A. (edible oil refining)
Editora El Paname America, S.A. (printing)
Azucarera Nacional, S.A. (sugar refinery)

George F. Novey (retail hardware sales)
- 17 -
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Table 6

Panama: Distribution of the Nonagricultural Labor .
Force by Type of Activity
1960 and 1964

Activity . 1960 196k
Manufacturing 21 ‘ 23
Construction T 8
Public wtilities 2 2
Gcﬁnmerce ' 28 28
Transportation and

communications 8 T
Services 56 29
Canal Zone 16 | 18
Other 2 A

Total employed labor force 140 146

Unemployed &/ . 25 L6

Total nonagricultural
labor force 165 192

‘8. Includes part time workers and unpaid
family members. ’

- 18 -
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C., Urban and Rural Welfare Problems

/
1. Housing
The task of meeting the housing requiremeéts of the nation
is one of the most urgent problgms facing the Panamanien govermment.
anstructioﬁ of new*hoﬁsing between 1950 and 1960 ﬁotalled only 38,000
units. The present housing shortage is estigéted at h?,OOO units and ié
increa§ing at a rate of nearly 4,000 anﬁually. Moreover,’of the 211,000
houses'in Panama in 1960, fglly 130,000, or 62 percent, were considered
to be below minimum standards. To alleviate Pansma's housing problems
by 1980, it has been estimated that 10,000 units a year must be constructed.
The quality of existing housing is illustrated by the fact
that in 1960 less than half of all dwellings had electricity (in rural
areas only 10 percent ére served by electricity) and less than 40 percent
of all dwellings had sanitation facilities. Cvercrowding also is prevalent
throughout the country. Half of all houses are one-room dwellings, housing
~about one-third of the populatlon, and‘25 jercent are two-room dwellings.
Overqrowd;ng is particularly severe in urban areas where ;ome 50 percent

of the ﬁmnilies 1ive in one-room. More than half of these families

are comprised of six or more members.¥

¥ In Panams City, 42,500 people live in 29 slum areas called "parriadas,"
énd another 100,000 live in tenements built as temporary housing more than
flfty yeers ago during the construction of the Canal. The slum areas range
in size from 25 to more than 1,200 make-shift shacks These slum areas
lack édequate roads, sewers, water, lights, bathing and washing facilities,
vernin control, refuse disposal, and community services such as schools,

Approved For Release 2001/03/04 : CIA-RDP79T01 049A003300’r&000‘13-8

clinics, and fire and police protection.
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The government established a Housing and Urbanization Institute
(IVU) in 1958 to provide low-cost urban housing and complementary facilities.
Forelgn loans are by far the most lmportant source of funds for its activities.

~

By 196; IVU had constructed only 666 housing uﬁits but, following a

’ . - Inter-American Development Bank
reorganization in that year, it received anﬂiDB)loan of $7.6 million to
construct‘3,000—un1ts. Ivu will have constructed a total of approximately
5,000 héusing units in grban areas and 600 in rural areas by the end of
1966. In addition, it has distributed 6,000 housing lots; extended loans
to more than 1,000 persons, helped establish private housing cooperatives,
and assisted urban planners in 36 urban aresas.

IVU was again reorganize& in 1966, to improve its tarnished
image, and in that year it received a second IDB loan for the construction
of 6,000 housing ugits by 1968. The IDB loan of $9 million wes supplemented
by & governmegt contributiop of $3 million. Additionally, in i966 IvU
;eceived an AID loan of $3 million for the construction of h,OOO new
"gore houses" in suburban resettlement areas; and & loan of $4 miliion is
currently being negotiated for the comstruction of 3,000 new housing
units by p?ivate groups under contract wiﬁh ATD,

Teble 7 gives the schedule of new housing construction in

1967-68 based on avallable financing and an estimate of construction levels

in 1972.

DL
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Table 7

Paname: Housing Construction, Average 1965-66,
Plarmned 1967-68 and Estimated 1972

Average 1965-66 1967 1968 1972

VU o 1,000 2,500 3,000 5,000
Private 2,000 2,100 2,200 5,000
 Other ' -- 450 1,150 n.s.
Totgl. . 3,000 5,05 6,350 10,000

The Panamanian government hasg tried to stimulate private

hpusing'construction through several financial institutions. In genersl,

- however, the effectiveness of these institutions has been limited because

they have provided only short-term loaps, which do not cover‘fhe full
cost of constfuétion, at high interest rates. The Institute pf Insured
Mortgages was orgaenized in 1963 fo charter Savings and Loan Assoclations.
I£ offers supervision of the assoéiations, insurance on savings accounts
and mortgages, and provides the associations with their initial capital.
The organization of Savings and Loan Associations under tbis Institute
has been slow (three have been chaftered and two more are scheduled t;
be chartered by 1968) and‘most loans}have been aimed at middle-class
housing. The other principal financlal institute is the Housiné

Mortgage Bank (Caja de Ahorros), established in 1962 with an AID loan of

r

RDF '[19_:["}):4 049A003300150001-8

]
)

)



$2.5 miilion, for long-term mortgages for medium-cost housing. By the
end, of 1966, the Housing Mortgege Bank will have financed the construction

of 618 homes.
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2. Health

The general 1e§el cf health in Paname compares favorably with
the rest of Latin America. Improvement in health standards has increased
life expectancy from 51 years in 1941 to about 62 years in 1952 (the most
recent estimate). \The'crude mortality rate has dropped from 13.0 per 1,000
inhabitents in 1943 to 7.2 in 1965. Si@ilarly, the infant mortality rate
has beeﬁ reduced from T2 per 1,000 live births in 1943 to only Lk in 1965.

Communicable diseases largely have been controlled or eliminated.
Yellow fever and dengue have been eradicated, and malaria is only occasionally
encountered due to extensive public health efforts!r Tuberculosis, however,
remalns & serious health problem. Moreover, an inadequate diet and
insufficient provision of sanitary facilities contribute to & high incidence
of dietary deficiency diseases and to enteric diseases such as dysentery.
Standards of medical care generally reflect the country's underdeveloped
state and large sectors of the population? particularly in rural areas,
have littlé access to professgonal medical care.

The most important govermment agency active in promoting public
health is the Social Security Institute which operates several hospitals and
offers subsidized medical, dental, and maternity care for nearly 100,000
persons coveréd by the social security system. Foreign assistance also

has contributed to improvements in Panama’s public health services. The

- 23 -

Q?°*T?

WLl
Approved For Release 2001/@0§5¢f “RDP79T01D49A003300150001-8

bogieiils



3oy T I
AT

leprosy, and has donated éuéplies and equipment to Panamanian medical
institutions. Foreign loans are presently being negotiated for.the
construction of potable water systems iq rural ereas ($1.h million),
additional malsria control ($1.% million), & new hospltal in Agusdulce
($3.0 million), and expansion of thé mobile health unifs (%0.9 millioﬁ).
a. Nutrition
The diet of the average Panamanisn is less than adequate.
which

The average caloric intake,- ‘is estimated at about 2,300 per day,ls
below the average for Iatin America and is only three-fourths of the
minimim caloric intake'reCOﬁmended for tropicai climates. The diet of
nmost of the jopulation is composed primarily of starchy foods, including
rice, corn, and beans; protein consumption 1s extremely low. . Dietary
deficiency.diseases such as rickets and pellegra are common, particularly
among the fural population and the urban unemployed.

Approximately 25 percent of the populace, mostly school
age children, receive food under the PL 480 progrem which is administered
by two‘volunt&ry agencies, CARE and the Catholic Relief Service (CRs).

Planned shipments of food under this program will amount to $374,000 in

fiscal year 1967. 1In addition, a Panamanian committee has recently been

IROTY
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establ?shed to promote production and distribution of Incaparina, a low-cost,
high-?rotein<food supplement.
b. Sanitation

Weter supply and sewage disposal facllitles are generally
adequate'in urban areas (outside slums) but are inadequate or nonexistent
in most rﬁral areas. In 1960, ok percent of urban dwellings were supplied'

) «with water and T7 percent were connécted to public sewage systems.. In
'ruralvareas, howeve?, more than 70 peréent of the populaticn is dependent
on rivers, shallow wells, and other unprotected sources for its water
supplies and there is little provision for sewage disposal. Tﬁe inadequacy
of sanitary facilitieé.in urbaﬁ slums. and rural areas 1s_responsible for

a high incidence of enteric diseases such as dysentgry and intestinal
parasitism.

The National Water Supply and.Sewé,ge Institution (IDAAN),
an éuténomous government agency, is responsible'for operating and expanding
waber and sewage systems. During the six year period 1960-65, the Panamanian
government has spent $13.2 miilion in improvement and éxpansion programs,
financed mainly ﬁiﬁhiforeign aid. Additional foreign loans amﬁunting to
gbout $1O million are expected in the near future to Improve service in

Colon, Paname City, and a number of towns in the interior.

[Fg]
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¢. Medical Care Iy
The availaﬁility of medical facllities and personnel in
Panama is substéndard. In 1965 there were only 17 hospitals, 12 clinics,
and 44 health centers with an aggregate capacity of 2,560 beds. In the
V or one physician per
same year, there were 535 practicing physicians,/ 2,325 inhabitants--well
below the Latin American average of 1 to ;,600w‘ Other medical personnel
include 830 nurses (196&),1102 dentists (1962), and about 1,300 nurses
aides (1962). Both medical facilities and personnel.are concentrated in
urban areas. Much of the rural portion of the country has no access to
professional medical care although since 1962 attempts have been made to
reach '1t by means of moblle public health units financed by US/AID
funds.
In 1965 the countfy's only medical schoél (located at the
University of Panama) gradusted 23 new physicians. The school was
esteblished in 1951 and,.beginning with ﬁhe first graduating class in 1955,
the number of medical graduates has averaged 16 per year.
The Department of Public Health under the Ministry of
Labor, Soci&l Welfare, and Public Health is responsible for the organization
and planning of Panama's health program. Programs of the department
include preventive medicine, communicable disease control, health education,
maternal and child.welfare, sanitary engineering, and ruralrpublic health.

- 26 -
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In 1962, & pational health plan was established for the

development of public health facilities. The objective of the plan is the

establishment of three regional hospitals, each with a subsidiary network

N

of health centers supported in turn by small rural clinics. The plan
envisages serving 70 to 80 percent of the population by 1970. Hospital

construction has been delayed . pending foreign assistance, but elght

health centers have been established.
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‘D. Development Programs

A total of $lhl million wgs invested in publié development
projects in Panama dﬁring thé.years 1960-65. These projects covered a
wide range of public facilities including roads, housing, public buildings(
and water and sewerage. It was nqt until 1963 that individual projects
were pulle% together in a‘comprehensive public investﬁent program.
Included in this‘programvis the so-called Robles Plan which prdvides for
land reform and the_development of public facilities in rﬁral areas. The

relationship of the annual level of public investment expenditures to

GDP is shown in the following tabulation.

Year ~ Percent of GDP
1960 ' 2.9
1961 ' _ 5.0
1962 | 5.4
1963 5.4
196k k.9
1965 5.1

N

All expenditures under the program are channeled through the
three principal levels of government: +the central government, which
during the years 1960-65 accounted for 55 percent of total public

/

investment expenditures; some 20 autonomous government agencies, which

F';:Q Fie I e - e
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accounted for 43 percent; and the municipal governments, which accounted

for 2 percent.
Public investment programs are financed from a wide variety of
sources including the current account surplus of the public sector, internal
2
floating and funded debt, and loans and grants from external sources. Thae
approximate distribution of sources of financing for the years 1960-65 is
T
as follows: current acecount surplus of the public sector; 41 percent;
net increase in external debt, 38 percent; and net increase in internal
_Tloating and funded debt, 21 percent. The total financing exceeded
investment expenditures slightly during the period, partly because some
of the financing was used for non-investment purposes. Funds from
internal sources are apportioned by the government in accordanée with
its own priorities but those obtained from US/AID and the international

lending agencies normally are earmarked for specific development projects

that have been reviewed in detail by the lenders.
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li Ovefali Public Investment Expenditures

During.the years 1960-65, expenditures on roads and other
transportation facilities were the most important category of public
investment, agcounting for 31 percent of fhe total. Othe; important
categories were housing (19 percent), public buildings (11 percent),

i , -
water and sewerage (9 percent), and education, health, and social welfare

facilities (6 percent). Public investment expenditures on agriculture and
land reform amounted to only $2 million during the period. The structure

of total public investment eXpenditures for the years 1960-65 is shown in

Table 8

Of the 20 autonomous‘government agencies engaged in carrying
out public inves£ment under the program, five are the most important: the
Social Security Institute "(CSS), the Housing‘and Urbanization Institute (IVU),
the Economic Development Institute (IFE), the Hydraulic and Electrification
Institute (IRHE), and the National Water Supply and Sewerage Institute (IDAAN).
Mb;t of the investments of the CSS have been devoted to construction and
expansion of hospitals and other public health fgcilities. The iVU is
engaged primarily in the construction of low cost housing. and,from 1958

when it was founded to the end of 1966, it will have constructed nearly
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5,000 urban and 600 rural dwelling units. he IVU slso has purchased a

R ? fT01049A00330015000‘1 -8
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number of hquse iots ig urbaﬁ areas which it has distributed gratis to
the poor. Imn the future, the IVU plans to attain a level of housing
;onstruction sufficient to housg 5,000 families per year, principally
in urban areas.

The IFE is engaged primerily in granting loans to low

4

income farmers for purchase of equipment, fertilizer, seed, and livestock
and makes few direct investments. The IRHE g;erates much of the electric
ﬁower facilities outside the main urban areas, distributing electric power'
to some 92 communities. It has construqted several new power installations
and additional installations in Ia Yegqada, Tas Minas.Bay, and Bayano are
under construction or planned. TDAAN is engaged in construction of urban

water and sewerage systems, primarily in Panama City, but about half of its

E expenditures since 1960-have been in smell towns. In preparation 1s a

facilities for

$10 million project to expand/water supply in Panama City, construction

of which is to begin in 1968.
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2. US/‘AIﬁ Proje;ts
- The US government has long provided considerable economic

assistance to-Panama. Such assistance during the periéd 1952-65 under

~ AID and its predecessor agencies totailed $32 millibn in grants and
$3é million in loans. As of November 1965, an undisbursed backlog of
$l9 mil;ion in AID obligationé remained outstanding. Annual disbursement;
during 1963-65 have ranged from $6 million§to $8 million. Since the
launching of the govermment's comprehensive devélopment program, the
emphasis of AID has shifted from grants to loans for individua; develop-
mental projects in direct support of the overall program.

Projects now in progress under AID funds include (a) technical
assistance to agriculture, industry, and urban development, (b) loans for
construction of schools, roads, and dwellings, anq for expansion of water
supplies and sewers in}Panama City and Colon, and (¢) a loan to establish
a new pri&atenPanamanian bank to grant medium- and long—te}m loans to
industrial enterﬁrises.

Following new iﬁstances of political unrest in Paﬁama City

and Colon in the spring of 1966, an agreement for a new loan of $3 million

for urban improvement was signed in July and a special US miéSibn headed by

A
LS - Wl
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~fo§mer Anmbassador Philip Klutznick went to Panama_in Avgust to investigafe
living conditions in urban slums. Tﬁe outgrowth of this miSsion was a

US proposal for a new loan of, $13.5 million and a grant of $4+.1 million
for, urban improvement with special emphasis on "urban mod.ernization,l
social welfape,’and emp;pyment creation.ﬁ These funds Wouid be used to

~and : for
Improve urban streets/'water and sewerage and/community development,

&

particularly in slum areas of Panama City,beginning in December 1966.

3. Projects of the Internatlional Lending Agencies

The IBRD and the IDB also have contributed

assistance to Panama i in fhe form of long-term loans for
specific devélopment projects, primarily of a sélf-liquidating nature.
These loans have been made for a wide variety of types of projects,
including conétruction of houéing, electric power facllities, and roads,

for ; .
and/the esteblishment of the IFE. In 1966, the IDB granted s loan of

/ .
$9 million for construction of low cost housing and one of $O.7 million

for educational scholarships. The IDB also has under consideration loans

of $h million for construction of farm-to-market roads and another of

\ also
"~ $3.5 million for the import of livestock. The IBRD/ﬁs currently

considering several projects for construction of roads but no estimates

of the amounts of these projects have yet been anncunced.
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,E., Role of the Canal Eone in the Panamaniaﬁchonomx

{

The importance of fhe Canal Zone as a source of foreign exchange
is discussed in Section VII B. and to the extent possible, will no£ be
included in this section.¥ Fbr‘an exhaustive analysis of the entire
question of the historical role of the Canal as well as the impact of a
gea-level canal on the economy of Panama, the reader is directe;}tofhe
Stanford Research Institute study entitled "Tmpact of a Sea-Level Canal

on the Economy of Panama", SRI Project 5383: July 1965 -- the major source

of the summary that follows.

1. Hiétorical Role of the'Canal
The proportion of total Panemanian GDP deriving either directly
or indirectly from Canal Zone actlvities is estimated to have ranged
between 38 and 42 éercent during the period 1960-64. In l96hAthe
Canal's contribution.td total GDP of US $595 million is estimated at 39
| percent or US $233 million.** Although the Canal Zone has contributed

a decreasing share of total employment in recent years, it still employed

* ’Balance of payments data indicate that Panama's net foreign exchange
earnings from relations with the Canal Zone reached $90 million in 1965;
application of the broader concept employed by SRI yields a comparable
figure of $127 millionm.
*¥ (Canal-derived GDP figures represent the sum of the net flow of foreign
exchange duz to the canal, modified upward by use of the relatively
conservative multiplier of 1.58, plus direct income (value added) from

the Canal in the form of wages, canal annuities, and so forth.

- 35 -
Approved For Release 2001/03/04 : 8.1‘,A“R’.6P79T01049A003300150001-8

YRR




‘ Tn-'LDP7£-)T01 049A003300150001-8

1 prane

o
Approved For Release 200.1%03104 -
£ ke
R&J JL“ :
20,000% Panamanians in 1964 or more than 5 percent of the total labor force.

As a proportion of the nonagricultural labor force, the Canal Zone represented
more than 10 percent of the total. Considering only employment in.the
metropolitan area, the Canal Zone represented about 13 pefcent and, for

the two districts of Colon and Panema, sbout 16 peréent in 1964. Inasmuch

&8s wages and salaries are relatively high in the Zone, this portion of
employment is of greater importance to the Panamanian economy than the

numbers alone would suggest. Moreover, thes; employment filgures relate

only to workers acfually employed in the Canal Zone and do not take into
consideration the important segment of other employment directly related

to the canal or the segment of employment in Panama which is indirectly

supported by canal activities.

2. Impact of a Sea-Leval Canal
It has been estimated fhat, during the period of construction,
conyersion of the Paname Canal at its present site Into a sea-level canal
would result‘in an lncrease in‘GDP of about US $lh7 million annually.
Constrﬁction at another site in Panama would generate an estimated increase
in GDP’pf US $68 million. Construction of & canal outside of Panama,

on the other hand, would depress GDP somewhat, mainly because of smaller

*”"Péséibly'inCludes 2,000 part time employees.

- 36 -

/ ' ¢
Approved For Release 2001,[0{4/(;4:“01[\ "ng IQTQT 049A003300150001-8
bt L

PR o biinke




_-:ﬂ ?"’ .
Approved For Release 2(%0%/0?/0*%;?1A3RDP79;1|'01049A003300150001-8
I penTen it

il LR T OPEO I S ST |

expenditures for capital improvement and meintenance on the present canal
\
in anticipation of shifting operations to the new canal.
‘The impact on employment levels during the construction period
would be particulariy dramatic in the case of canal conversion at its
present site. It is estimated that during the peak year, 46,000 Panemenians

would be employed in the actual construction and an additional T0,000 Jjobs

would be generated elsewhere in the economy. Construction of a sea-level

ey

elsevhere
canal/in Panama, using nuclear explosives for high volume excavation work,

would create mugh less employment -- an estimated 9,000 Panamanian in
construction and 22,000 in new ;obs elsewheré in the economy during the
peak construction year. Construction outside Panama would depress canal
employment during the construction period because of the lower level of
capital Improvement and maintenance.

The existence of large pools of unemployment and underemployment
suggests that ample manpower is available fpr construction of a sea-level
canal in Pansma. Long-term gqvernment planning is necessary, however,
if inflationary pressures accompanying the expansion of spending during the

’construction period are to be controlled, and if resources are to be
develoﬁed to cushion the impact of the eventual shift to a sea-level canal.

At the time that’operations do shift to a sea-level canal, new

and extensive sources of foreign exchange will be required if & serious
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reduction in GDP and employmenf is‘to be avoided. It 1s estimated that the

drop in net forelgn exc@ange'earnings from construction period peaks
could range between US $88 million and US $174 million, depending upon
the location of the sea-level c%nal. v(Sée Table.39~). Comparison of
GIDP in the first operatihg_year of the sea-level canal with GDP in the
peak construction year indicate even more clearly the severity of the
adjustment required.* It is estimated that the drop in GDP would range
from US $231 million to US $29% million, assuming that U.S. military
activitieg in Panams are maintained at the 1964 level. Should military
activities be terminated with the opening of a sea-level canal, the drop
1n GDP would be between US $376 million and US $h62 rﬁillion. In
pe?centage terms, the decrease in GDP could range between 22 and 39
percent, depending'on the route and the military éssumption.

The reduction in total employment accompanying a shift
to a sea-level canai could rﬁnge from 94,000 to 192,000, depending on the
route and military assumption used, or 20 to 38 percent below peak year
emplqyment figgres, reflectiné approximately the same change as in GD?.
Operation of a sea-level canal would requiré only a fraction of the workers

currently employed ét the existing canal. Conversion at the present site,

for example, would drop Panamanian employment in the Canal Zone from the

% The estimates referred to in these paragraphs indicate drops in income
and employment in the first year of operation of the three sea-level canals
considered, assuming that the changeover took place in one year. The actual

shift probably would occur over & longer period, but the figures illustrate
Approved.Eor &elggsgngg&uosm CIA-RDP79T07029A003300150001 8
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current level of 20,000 to “Soméwhat - over ;T,OOO‘ 1f military operations are

continued, and to slightly less than 1,000 assuming & termination of military

operatlons.
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II. Agriculture ‘:‘;@ EE::u* L
" The 1961 census revealed' that TO percént of agricultural producers in
Panama were, at best, only marginally linked to the commercial life of the
country. One-half of these farxqers did not enter the commercial market
and the remeining producers realized sales of less than US $100 annually.
Under the "Plan Robles" increased attention has been directed to the
agricultural sector but the implementation of development pians has been
" slow. 'Initial efforts have focused 1;nain1y on increasing basic food production
through price support programs, end have met with some success. Total
‘agricultural production increased to US $126 million in 1965 but supplementary
imports of _food also rose to almost US $19 million, approximately 10 percent
of total imporfs.

The most important export crops are bananas, sugar cane, and coffee
(a.ccounting for neariy 50 percent of the total value of registered exports)
and the principal crops grown for domestlc consumption are corn, begns , rice,
and tobacco. With the exception of banana production and practices on &a
few commercial farms, most of 'these”cr_ops are grown under traditional
methods involving a :mini_mum of modern technology. This has made the
level of agzjicul‘tura; productior} and the wglfare of the individual farmer
highly vulnerable to climatic and other natural changes. Tropical soils,
for example, which are quickly robbed of their mineral content, are not

replenished by chemical fertilizers and irrigated lands constitute only

a smali fraction of the total croplends. As the soll is worn out, the

- 431 -
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typical subsistence farmer movésto'a 1eW Bection of land which he clears

ﬁsing slash-and-burn tecyniéues.

The 1ack of transportation, storage, and credit facilities and uncertain
land tenure all have contributed to the perp?tuation pf these traditional
practices. Accordiﬁg to the 1961 census, 90 percent of all farms are
held without clear ’citJI.e. Eﬁe titling proces:s initiated by the Agrarian
Reform Commission has moved slowly, and has limited the éfféctiveness
of relatg;.d govérnment programs of financial and technical aid. The
“‘compleirzion of the cadastral survey, currently in‘process and scheduled
for éompletion by the end of 1967, should make it possible for the

government to develop more specific plans for agriculture in the future.
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A." Land
The productivity of Panama's arable lands is severely limited

both by the quality of the soil and the inaccessibllity of large portions

-of the land. The land tenure s&stem, moreover, ls a formidable obstacle

to land improvement. Iarge land owners often leave parts of their

land idle while subsistence farmers, most of whom lack clear title

to any land, move about practically without reétriction and contribute

little to the national economy. Commercial farming thus far has

achieved but a small foothold in Panamanian agriculture.

l. Topography and Climate

Panama is separated into nearly equal parts by the Canal
Zone and is divided longitudinally by two mountain ranges that form
the backbone of the Isthmus. (See map, Figure 1.) The San Blas
Mountains, the low eastern range which continues into Colombia, are
an almost impassabie Jungld of forests and swamps. The higher
western mountain range is an extension of the Costa Rican cordillera.
1 .
The élopes of this range are covered by dry tropical forests on the

Pacific side and by wet tropical forests on the Caribbean side.

Approved For Release 200‘1{{:(! 31049A003300150001-8
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The Caribbean coast is very wet, with scme areas recelying

more than 150 inches of rain & year, and the average mean temperature 1s
860_Fahrenheit. Agricultural actlvity in the Caribbean coastal region
is very limited, céﬁfined largely to.the northern rortion of Bocas del
Toro Province. The rainfall on the PacifiF side of the Istﬁmus averages

~

less than 70 inches annually. Chiriqul, Herrera, Los Santos; and Cocle
(See Figure

Provinces in this region are the main agricultural areas of the country./ 3)

Thé rainy season lasts from early May to mid-December.
During thils eight month pefiod the relative humidity reﬁches 80 percent
and there are frequent heavy rains. There are only llight showers during
the four-month dry season and the relative humidity ié.about 60 percent.
Winds from the north-east during the dry season aﬁd variable winds
bduring the rainy season moaerate the discomfort éf high temperatures and

high humidity.

2. Soil and Land Use

Approximately one-third of the total land area of 7.4 million
hectares is arable. There is & broad strip of rich volcanic soil near
fhe Costa Rican border, but the greatest part of the culti;atable lana
is relatively infertile. The soll is heavily weathered aﬁd Jeached,
moderately acidic; and low in nitrogen and organic mgterial. Erosion
is widespread. Most areas farmed are below 240 meters where the soil
is commonly red-brown and friable.

Panama _has a great reservoir of unutilized land.

Approved For Release 2001/03/04 : CIA- RDP79T01049A003300150001 fl
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percent was used as pasturage / In western Penama the most productive

| A3

land is in the provihces of‘Cocle, Herrera, Los Santos, and Chiriqui. All
bf the sugar and 75 percent of the country's rice, corn, beans, and tobacco
are grown in these provinces. yost of Pansme's arable land 1s east of

the Canal Zone but only one percent of this area is cultivated.‘ Most of
eastefn Paname province and all of Darien province are suitable for
agriculiural expansion but both areas alﬁost totally lack roads or

other gommunications Iinks with the rest of the country. (Figure

s

and in 1960.
4 shows the distrlbutlon of cropland/improved pastures/ There probably

-

hag been little significant change in 1and use since the date of this

information.)

Almost 88 percent of the farms in Panama are cultivated without

" the aid of either mechanical or animal power. Animal power is available

on 10 percent of all farms and mechanical power on two percent. Irrigation
elso is very limited. In 1962, only 14,000 hectares were irrigated and
commercial banana plantations accounted for nearly half of this total.

3. Land Ownership

In Panama, the government confrols all vacant land and all
of the land fhat belonged to Colombia at the time of independence. -As
a result, 88 to 9Q percent of the total land area is owned by the government.
Most of the privately owned land is held in the‘form of large estates by

Peanama's Jeading families. There are relatively few small farmers holding

- 45 -
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" pansma: Estimated Iand Use, 1961

Cocoa
Sugarcane
Bananas
Beans
Coffee

Other Crops

Corn
829, Forests,
Mountains, Waste
Rice
Fallow

Total Area: T.4 miliion hectares (28,600 sq. mi.)
: excluding the Canal Zone
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clear title . to the lands t"ef'rofff”‘Of‘tﬁe 95,000 farms in 1961, only

sbout 10 pefcent were held ﬁnder 8 cleaf title. More than half of all
farm units were occgpied by squaﬁters and the remaigder of abogt 40 percent
were in infe;mediate ownership cafegofieé but vithout land'titles.
Subsistence férms of less than 10 hectares account for only
12 percent of the 1.8 million hectares in farm units? but they coq;titute
6k percent of the total number of farm units. Medium sized/farms of 10
to 100 hectares account for H6.percent of tﬁe land in farms and sbout
one-third of the tgtal number of farms. The rema;ning L2 percent of the

land is encompassed by.three percent of the farms. (See Figure 10 )

B. Production end Distribution

In 1965, agricﬁlture* provided approximately 20 percent of GDP,
abou£ 60 percent of total registered gxports, L9 percent of employment,
and 85 percent o; tﬁg country's food requirements. During the 1960-65
period agricultural outpgt inc?eased at an average aﬁnual rate of less than
6 percent, considerably less than the 8 percent average achiéveﬂ in total
GDP growtﬂ. In 1965, however, agricultural production reached US $126
millioﬁ, an increase of almost 9 percent over‘the preceding year.

Nevertheless, consumer demand has outpaced production growth

and Panamanian food imports have continued to increase, reaching US $18.6

"% Including fishing and forestry.
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Figure 10

Panams: Estimated Land Distribution, 1962
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mainl§ of cereals, fruits,_vegetables, meats, dairy products, and eggs,
most of which are supplied by the United States, Canada, and Western
Europe. DPanama has almost reached self~§ﬁfficiency in the.éroduction of
corn and beans and now exports soﬁe rice and beef. Its main exports are
bananas, sugar, coffee, cocoa, and shrimpf

1. Grops
a. Domestic

Inasmuch as farming methods have changed little and
average yiglds;ha§e remained static, the size'ofsthe crop in Panamab
is largely a function of ﬁhe area under cultivation. Under the Robles
Plan, government interest in the agricultural sector has increased and
prqduction has been enc;uraged largely through applicétion of financial
incentives. farticular éttention has been pald to basic food crops for
domestic consumption, resulting in 11f:“vmm‘fzincreéses in plantings and

oubput of these products. The area devoted to corn, rice, beans, and
- O
' o
- tobacco and their levels of production of yield are shown in Table

Production of rice and corn, two staples in the diet,

has been encouraged by support prices and loans extended through the

Instituto de Fomento Economico (IFE). Support prices for rice are now

US $6.00 per quintal for first quality, long grained rice; US $5.00 per

guintal for short and medium grained rice; and US $4.50 for the most commonly

- g -
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now supplied from domestic sources. During 1965 imports of fruits and

A
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grown varieties of rice, D1na and “N{lo. Since 1961 rice productlon has

’

>

risen from 97,000 metrlec tons to 130,000 metric tons in 1965, an average
annual increase of 7.6 percent. Corn production during the same period

rose from 60,000 metric tons to 83,000 metric tons reflecting a growth

rate of more than 8 percent. The revised support prices for corn

-

per quintal.
now run between US $3.25 and US $3.75/ Tnereased domestic production

of rice and corn was reflected during 1965 in an 18 percent decrease in
cereal imports from members of the Organizatipn for Economig‘Cooperation
and Development (which countries supplied 85 percent of Panama's total
food imports).

Declining bean production in 1964 and 1965 led to
increased govérnment interest gnd aidfto farmers. As a result, the

Instituto de Fomento Economico, the Agrarian Reform Commlssion, and the

Ministry of Agriculture, Commerce and Industry have supplied technical
assistance and fertilizers and, more recently, a system of price supportis
was instituted. It is estimated that 196 66 bean output will exceed the

previous peak of | T,500 metric tons produced in 1963. A larger share

of the growing domestic demand for tomatoes, onions,and cltrus fruits is

vegetables as a whole decreased by an estimated 25 percent.

Tobacco output has more than doubled since 1661 without

"‘\'\"‘Q
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Tobacalera Isimina, S.A. a subsidiary of British-American Tobacco Co., and

~

Tobacalers Nacional, S.A., a Panamanian company, purchase tobacco from

farmers under contract. These companies supply both technical and financial
support to the pfoducers. Tmports of tobacco have fallen almost 17 percent

N

‘during 1965 and further decreases are expected.

.

b. FExports '
Bananas, the maln agricultural export crop, provided
over 40 percent of total registered export earnings in 1965. Banana

I

‘exports have incréased from US $18 million in 1960‘to well over US $30
million in i96é; moreover, during the first six months of 1966 fhey reportedly
ran 1h pércent higher than the level of sales during the same perlod in
19651 These increases have been achieved, desplte a decrease in the
world price for bananas; by expanding the area planted by more than 50
percent since 1960. Most bananas for export are grown either by the Chiriqgi .
Land Company (a subsidiary of United Fruit Company) on its two plantations
near the Costa Rican border in Bocas del Toro and Chiriqui pfovinces or
by private farmers in these areas who are unde?lcontract to the Chiriqui
Land Company. (The.aréa, production, and yield of bananas and‘the other
major export crops are included in Tablel0 )

Sugar production has increased more than 90 percent

since 1961 reaching 1,114,000 metric tons in 1965. At the same time the

value of sugar experts bhas more than tripled, increasing from US $800,000
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Table 10

Panama: Area, Production, and Yields of
Selected Agricutural Products
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Calendar Year

1960
Bananas
Area (hectares) B 11,200

Production (thousand stems)l2,600

Yield (stem/hectdre) 1,125
Sugar Cane
Area (hectares) 16,600

Production (thousend
nmetric tons) 639

Yield (metric ton/hectare) 38,50
Cocon |

Area (hectares) 7,870

Production (metfic tons) 1,525

Yield (metric ton/hectare)  .195
Coffee ‘

Area (hectares) 2k, 700

Production (metric toms) 4,145

Yield (metric ton/hectare)  .165

1961

16,800
17,800

1,060

16,340

578
35.35

5,615
1,265

.225

25,000
4,095
.165

1962

13,700
15,500

1,130

20,000

607
30.35

5,185
1,175

.225

26,200
5,110

<195

1963

16,100
18,100

1,125

21,850

592
27.05

4,200
920

.220

27,300
4,415

.160

1964

16,600

18,675

1,125

20,440

785
38.40

b 200
910

.215

26,200
4,520

170

1965

17,000
19,375

1,130

25,620

1,11k
43,45

L 350 |
960

.220

25,600
k,370
.170
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Table 10

Panama: Area, Production, and Yields of
Selected Agricultural Products

(continued) _
Calendar Year
1960 1961 1962 1963 196k 1965
- |
Avea (hectares) 85,500 77,300 91,800 83,100 9%,200 98,800

Production (metric toms) 78,385 59,510 75,025 72,865 76,910 83,030

Yield (metric ton/hecﬁare) .915 700 .815 875 .815 .8ho
| Ares, (hectares) 19,100 19,100 25,600 25,300 19,500 14,800

Production (metric toms) 5,950 5,275 6,870 7,305  L,860 L,165

Yield (metric ton/hectare) 310 .275 270 290 .250 .280
Rice ,

Area (hectares) 97,400 83,800 100,400 99,600 103,300 120,800

Production (metric toms) 118,725 97,430 110,445 111,275 132,700 129,535

Yield (metric ton/hectare)  1.20 1.10 1.10 - 1.10 1.10  1.05
Tobacco -
Area (hectares) | 695 755 765 1,265 890 1,275
Production (metric tons) 610 555 615 1,195 785 1,215
Yield (metric ton/hectare)  .875 735 .885 2945 .880 .950
- 53 -
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in 1961 to US $2.6 million “r 1965. _ Sugar accounted

for nearly h»percent of total registered exports in 1965. All sugar
for export goes to the United States where Panama has a basic quote, of
/23,000 métric tons annually for 1966-T1l. The sugar induétry in Pénama
is concentrated in Cocle Province where two milié La, EStrella; at Nota,
and Santa Rose, at Aguadulce, ‘account for almost all output. The milis

refine cane supplied by 2,500 small farmers and the two larger haciendas

owned by the mills. About half the cane comes from the farmers and the

remainder from the haclendas.

Coffee of poor quality is widely grown by small farmers in
Panama. The level of production has fluctﬁatéd between 4,000 and 4 500
metric tons since 1960. Coffeg for export,.representing about 30 percent
of total production, comes mostly from Chiriquil Province where higher
quality coffee is grovn. This coffee, with export earnings of US $1.2

million in 1965, is grown by some 270 small farmers asnd is processed and

marketed by the Beneficié Central de Cafe. The value of 1965 céffee exports
wﬁs almost 2 percent of total registered.export earnings.

Cocoa 1s & minor export, earning only US $240,000 in
1965. Because of low world pricesrfor cocoa in recent‘years, the area

planted has gradually decreased. Most cocos for export 1s grown by the

Chiriqui Land Company.
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Exports of juice concentrates are expected to begin in

1967 from Citricos de Chiriqui, S.A., near David in Chiriqui Province.

This company, owned by a United States national and representing an
investment of US $9 million, has 450,000 orange trees and 150,000 lemon

5

trees. Full production will not be realized until after 1970, The

are unknown but
potentlal export earnings of this company/should be significant.

| 2. Livestock

Cattle population has remained static in recent years,
iﬁcreasing only from 847,000 in 1§62 to 849,000 in>1965. An estimated
125,000 head were slaughtered during 1965, an increase of 9,000 head
over 196?. Cattle exports have increased, however, from 385 head
valued at US $45,000 in 1961 to 7,361 head valued at US $82L4,000 in
1960

Panama hgs some potential as & producer and exporter of
beef. Hoof an@»mouth\disease is not a problem'and beef therefore can
be exported to.thé Uniteé States; tﬁe first shipment of Panamanian beef
Yo this country'was made in June 1966. Pasture lands necessary to
expansion of the cattle industry are available, moreover, and.government
interest in this field may lead to the/opening of new grazing lands.

The livestock industry is hampered,- ~ however, by the widespread

use of relatively backward practices in animal husbandry and from the

4 _= jRDF:?QTM049A003300150001 -8
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lack of water aﬁd supplementaf& feed‘during the dry season. In an effort
+to upgrade practices and the quality of cattle, the IFE now is providing
technical assistance and credits to the livestock induétry but thus far
the availability of funds has beén l;mited.

Panama's dairy industry is not expanding at a sufficient
rate to meet‘domestic demand and the market in the Canal Zone. Imports
of dairy products increased by more than 50 Iﬁrcent>between 1963 énd
i965. The number of milking cows has inereased only from 137,000 in 1961
to 139,000 in 1965. An averagé bf‘68,000 cows were milked during 1965°
and milk production increased 5 percent to T1l.3 million liters. Nearly
75 percent of production was sold as whole milk 20 percent was consumed on
farms, and 5 percent was used for cheese production. The national average
. T COw
production of milk/gz only three liters a day, with an average fat
content of four percent.

Achievements in other sections of the livestock industry
have been even less impressive. The number of hogs.décreased from 211,000
in 1962 to 208, 000 in 1964; estimates of hog population in 1965 indicate

a return to a level barely approximating the 1962 count. The slaughtering

of hogs followed the seme pattern falllng from 65,000' in 1962 to 51,000

iising

in 1964, but’/  to 75,000 in 1965, Paname does not import or
export hogs. FPoultry population declined from 2,489,000 in 1961

to 2,269,000 in 196k, though the trend was

- 56 -
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reversed in 1965 when thépopitiatitd’re urne& to slightly above the 1961
level. Consumer needs are filled mainly by small farmers, but urban
markets now are served to an increasing extent by a few modern commercial

farms -- the Hacienda Fedanque and Hacienda Toledano in Panama City and

and the Industrias de Nota, S.A. in Agusdulce.
3 Fishing

‘Shrimp 1s the most important fishiﬁg activity. In 1965
shrimp exports -- all of which went ;o the United States -- earned US
$8.3 million, ﬁn increase of more than 65 percent over the 1960 level of
Us $5 millionf Shrimp sales during 1965 accounted for 11 percent of
Panama's totai registered exports. Future increases are unlikely, however,
as conservation laws limiting the number of shrimp boats on the Pacifiec
side were recently passed t§ safeguard the current level of production.

Anchovy fishing for the fishmeal and fish oil industry has

Increased in recent years. The growth prospects for this activity have

not been dgtermihed. In 1965 the one fish reduction plant in operation,

located near Puerto Caimito and operated by Promarina, S.A., produced
5,669 metric tons of fishméal; valued at over US $900,000, and 1,409 metric
tons of fish oil, valued at approximately US $275,000. With the addition

of a new plant on

C;

Approved For Release 20%1/03/93 ! : ?T01049A003300150001 -8
M H Gl
gens- Eﬁ;

% B z - o
EES: PG LI Tiitemdid



e ‘h g‘:
A
,é N %

Approved For Releasg %091’53{?{4 -RDP79T01049A003300150001 8

Toboguilla Island, eypected “t6 be 1n'operat18£ in 1966, it is estimated

that the value of fish reduction operations could exqeed US $2 million.

A survey by US/AID suggested that Panama ha; a potential for
lobster production, but thus far there seems to be little locgl inﬁérest
in aeveloping such an in&ustry.

h; FQrestrl

Although one of the most important natural resources in Panana,
expioitation‘of forests for industrial and export purposes hag begn negligibie.
While it is known that mshogany, cupio (a soft wood), and cativo (suitable
for plywood>production) gre abundant, large forested areas are unsurveyed.
Wood is the most common local fuel in Panama and over 90 percent of all
‘tree remoyvals are for this purpose. Industrial wood production is limited
'to small asmounts of sawnwood; plywood, paper and paperboard, and Panama

1

still finds it necéssary to import to supplement domestic output. Between
1959 and 1964 total exports of forestry products, mostly mahogany, were
valued at only $812,000 while imports during the same period measured

$1,892,000. (See Figure 5 .)

C. Role of Government in Agriculture

At the direction of Preéident Robles, the Panamanian government
in 1963 formulated a "Program for Economic and Social Development."

Largely designed to attack problems in the agricultural.sectof, one

- 58 -
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of its most importan% ‘Yoals was to increase production to a point where

consum#tion could be increased while at the same time lessening
fanama'g dependence upon foreign markéts as a source of agricultural
;uﬁpliesi The plan also looked fo;ward to the eventual d?scontinuance
of the price support program and the development of greateélcrop
dive?éification. The‘plan stated only general goals aﬁd did notv
detall specific projecfs or investment.plans. It did, however,
frovide for a cadastral survey which is stl1ll in progress.

Four government agencies are responsible for agricqltural
policy: the Ministry of Ag?iculture, Industry and Commerce, (MAIC);
the Institute for Economic Development (IFE); the Livestock Institute;’ -
and the Comnmission for Agrarian Befo?m.

1. Ministry of Agriculture

N

The Ministry is divided into units that have responsibility
for scientific research, animal and plant sanitation, extension services,
agricultﬁral engiheering, zootechnics, édult vocational education,rfarm
economics, and the development and supervision of cooperatives. In
i o?derfto maintain closer contact with the farmers and to enlarge its
area of influence, the Minlstry has been separated into regional units.
The area of re5pon§ibility of the Ministry 1s very broad, however, and
fulfillment of its functions is handigapped by a lack of trained

edministrative and technical personnel. The extensinon services and

- 59 -
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Athe agricultural research programs, for example,, are far too limited to
accoﬁpliSh even minimm goals. Perhaps most importgnt; the Migistry
does not have a unit which is responsible fo; broad sectorial planning
and for the coordination and evaluation of the programs of the various
government agencies operating in the agricultural sector. ’

" 2. The Institute for Economic Development

The Institute for Economic Development (IFE) has reébonsibility
in the agricultural sector for promoting agricultural production and for
di&ersifying output through the introduction of new crops. The IFE determines
and administers the price support programs and controls prices.through
the purchase, storage, and sale»of selected domestic as well as imported
(products. It also grants loans to farmers, stock-breeders, and food;tuffs
producers and it is responsible for the program to multiply and
disttiﬁute imﬁroved seed.

The IFE haé 15 agricultural credit agencies in the interlor
of the countr& and meintains its headquarters in Panama City. Between )
1960 and 1965 the IFE granted US $9,427,000 in loans to Panamanian
farmers. During the first five montﬁs of 1966 there were 2,000 loans
made for a total of Us $1.3 million; more than 93 percent’of the loans
were for less thaq US $5,000. Many loans, however, do not reach low
income farmers because of excessive collateral requirements. There
also haé been e&idence of regional bias in loan extensions. For

- 60 -
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example, in 1964, the province of Chiriqﬁi produced 24 percent of the
rice crop, but received 55v§ercent of the totalvcredits g?anted by thé
IFE for rice,production.‘ In contrast, Veraguas province accounted
for 25 percent of the rice crop, but its share of IFE credits was
only é percent. |

inadequate fugds constitute an importént factor limiting
-the activities ofvthe IFE. It is an autonomous agency Qf thé government
and receives most of its revenue from its own activities, such as
bond issues andigﬁégggigayment on loans; and from forelgn assiétance
loans. The government contribution to IFE averages only 14 percent of

IFE's annual budget.

3. The Livestock Institute

Development ana codrdination of thé livgstock export
. industry is tﬁe major dbjecfive of the Livestock Institute. A@ present,
the work of the Imstitute is centered on determining and administering
pricing éolicies.‘ Domestic cattle prices generally a?e higher than
the prevai;igg world market pfice; tén percent of the total value
of livestock exports currently is subsidized.

. The L&vestock Ingtitute is supported by the govermment
from & surcharge levied on the slauéhter tax. Cniy with greater
funds will the Institute:be able to introduce the impfoved breeding
techniques and practlices necessary to an -enlarged and more competitive

- 61 -
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liﬁestock industry.

L. Agrarian Reform Commission

Established in 1962, the Agrarian Reform QOmmission is
answerable directly to the President, but is administratively within
the Ministry of Agriculture, Commgrce and Industfy. Its‘main effqrtsr
thus far hav§ been concentrated in the areas of titling, leasing, and
distributing lands; the execution of a éadastral survey; and an evaluation
6f all natural resources of the country. The rural cadastral survey
is about half completed aﬁd the-section on the Alanje area (Chiriqui
Province) is now availablef

The 1961 census showed that 90 percent of the 95,000 farms(in
Panama were held without clear title and that sbout half of the tofal
number of fgrms were occupied by squatters., During the period from
March 1963 through December 196k, almost 11,500 title requests were
received by'the Agrarian Reform Commission but oniy 121 titles were
issued. During.l965, the pace-increésed to 240 titles issued on the
basis of approximately 11,250 requests. Commission plans for 1966 call
for the processing of i,9OO farm éitie;jon<;£ich perhaps 750 titles will
be issued.

Several factors have contributed to the slowness of the

process of titling lands. Information necessary to the issuing of legal

1

- 62 -
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tit;es is not yet fully developed and lack of experience in this field
conbributed to bureaucrétic bottlenecks in the early stages of the
prograim. The Agrarian Reform Commission, moreéver, continues to'be
hampered Dy 1imited financial resources; in 1965 only.$706,000, or

,0‘8 peréent of the national budget, was earmarked for its activities.
The law authorizes the Commission to issue bonds up to a total of

$50 million and to contract for external credits to the same amount,but
thus far bonds totalling only $2 million have been lssued and aﬁ ATD
loan oiv$2.h million contracted. Another facéor'contributing to the
lack of progress in establishing land tenure is the tendency of farmers
to establish a prior right to property by submitting a request for titling
witﬂout carrying the process to the stage‘of final issuance of title.
Actual distribution of property through sales by the Agrarian Reform
Commission‘has been slowed by the requirement of 20 percent of the value
as a downpayment, thereby restricting purchases by farmers with scant

resources.

. 5. Foreign Assistance to Agriculture

The United States through the Agency for International
Ibvelépment (AID) in 196k extended a }pan of US $2.4% million for the
Rural Cadastre and Natural Resources Survey. Thg study is scheduled for
cpmplétion in pécember 1967 and includes the_fbllowing ;ections:
identification of rural property; maps on present and potential soil

. e
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usage; assessment of irrigétion possibilities; socioeconomic surveys
at farm unif levgls; and/an evaluation‘of the rural trensportation
system.

The ﬁﬁited Nations Special Fund has provided US $823,000 for
& sﬁudy of minersl resources andrUS $969,000 for a feasibility study of
the La Villa irrigation project. The FAO and the Unlted Nations have
provided US $1.5 million for a forest inventory that. will take four
&ears to complete. Another fAO project to study'the improvément of
grasses for pastures, better pasture management, and the introduction
of new haying and ensilage techniques has been undertaken.

The ac%ivities of the Institute for Economic Development
(IFE) were alded by a loaﬁ of US $2.9 million fromlthe Inter-American
Development Bank in Decémﬁer, 1961, to allow extension of agricultural
credit to0 small-and medium-scale farmérs. This loan was completely
expended and in April 1965 a second loan was granted ffom-the IDB's
Social Prog?ess Trust Fund. -The purpose of this loan 1s to finance
62.57percent of the cost Qf a program to extend short, medium,.and
1ldng term loans to 5,700 low-income families for the purchase of

sgricultural equipment, fertilizers, insecticides, and cattle.

Qf““T%
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IIT. Industry

The manufacturing sector has incressed its contribution to ?otal
GDP from 13 Percent in 1960 to 16 percent in 1965; growing at aﬁ
average annual rate of 12 percent. Anmnual growth rates have fluctuated
wideiy, hewever, from & high of nearly 23 percent in 1962 to less
than 6 percent in 1964%. The sector‘s growth in 1965 was about
T percent and in 1966 an increase of 9 percent is expected. (See
Teble 11 .)

The industrial sector contributes little to foreign exchange

. earnings (refined petroleum products are the only significant‘industrial

export) and employs only 8 percent of the labor force. The principal
develomments in the past five years have been the expansion of
cement producing facillties, sugar mills, paint‘processing, steel
and aliminum extrusion plants, and construction of & new citrus
concentration‘plant, & palm oil extraction facility, and a petroleum
refinery. Panams. currently produees practicaliy all of its requirements

for cement, refined petroleum pfoducts, steel reinforcing bars, many

- 65 -
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o Panama: Value-Added of Industrial Production S
8 1960-65 S
w . . . , wn .
o ! , Millions US 1960 dollars -
2 \ 3
D Percent Percent Average annual vw
m Industry _ 1960 of total 1961 1962 1963 1964 1065 __of total growth rate % S
. _ _ ‘ _ <
m Light industry 38.3 70.2 41.8 45.8 51.9 54,0 57.7 59.0 8.6 o
- , . o
2 Food, beverage and tobacco ~ 28.0 51.5 31.6 - 33.6 38.5 k0.5 43.1 4.1 9.0 _m
P - . ,
o Footwear and clothing . 5.k 9.9 5.2 5.5 5.5 5.4 6.1 6.2 2.5 N
(=) .. ,
x Furniture and fittings 2.7 k.9 2.k Lo L.} k.9 5.3 5.4 b
Am”...“ -
qﬁcm Lumbermills and wood : , oo
gy products 1.6 2.9 1.9 2.3 2.7 2.k 2.5 2.6 9.3 €y
-3 : : : Pt
T i Leather products : 0.6 . 1.0 0.6 0.4 0.7 0.8 0.6 0.7 0.0 _Nm_ 3
nl.,u . m ﬂu: a
m 5 Intermediate industry . 8.1 1k.9 9.0 17.5 19.0 19.5 20.8 2Lk 20.8 =cn
=] ¢
‘N . O L .
"o Chemical products 1.9 3.5 1.8 1.9 3.0 2.9 2.8 2.9 8.0 w
(2} .
i E . (2]
Nm. Normetallic products - 5.2 9.5 5.1 6.5 T.b 6.8 7.0 7.2 6.2 ©
(] . _—
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R m Rubber products 0.2 0.5 0.3 0.2 0.3 0.2 0.2 0.3 0.0 o
= —
F Q0 h
T
T
5 - g
. o 3
& s
3 Q.
oL <



iad

- &

o
. ‘u'a

001/0370

¥

1'fé

Approved For Release

s

.,1-—”
h i)

BP79T01 049A003300150001-8

-
M Sad

LY S g

Table 11

Panama: Value-Added of Industrial Production
1960-65

(continued)

Million US 1960 dollars

mesmdwﬁ

Paper products
Petroleum products

Metal products

- Other industry

Total industry

Percent of GDP-

Percent change

Percent Percent Average annual
1960 of total 1961 1962 1963 1064 1965 of total growth rate %
0.8 i 1.7 2.3 2.8 3.2 3.9 k.o < 37.3
0.0 0.0 0.0 6.5 5.5 6.4 6.9 7.0
2.1 3.8 4.8 6.0 6.6 8.5 9.3 9.5 3h.7
k.5  100.0 63.0 771.3 86.6 91.5  97.7 100.0 12.3
13.0 13.7 15,5 16.0 16.1  15.9 | o
-- +15.6  +22.7 +12.0  +5.7  +6.8 12.3

- 67 -
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aluminum products, soaps and detergents, and some consumer goods. It depends
on imports for automobiles and transportation equipment, industrial and
synthefic organic chemicals, manufacture§ fertilizers, glass, most textiles,
and & wiée variety of consumer items.

Panama;s industry is concentrated almost entirely in the immediate
ares of tﬁe termingl cities of Panama Ci;y and Colon. Fully 90% of
iﬁdustriai capital investment, representing nearly three-quarters of the

. , . ,
nation's establishments, is located.in this area. In addition, almost

80 percent of construction in 1965 fook place in these cities. Almost
half of Panama'; industrial firms have a capital base of less than‘$l,500
and énly 10 percent have mo;e than $50,000. Many of these small and
often inefficiently operated fi;ms are dependent on tariff and quota

protection for survival.

Thé sﬁruqfu?al weaknesses of ;he industrial sector are compounded
by the limitations of the economy as a Wholé. The total population of
the country is lesé than that bf metropolitan Houston; the entire urban
population is comparable to Denver. The smallness of the market, which ié
gggravated by an inadequate fransportation system, limits the size aqd
. variety of domestic iﬁdustries, most of which are involved in production

for import substitution and are of a light industrisl nature. Many firms

_are reported to be operating with & considerable margin of unused capacity.

- 68 -
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Thus far, they have been unable to develop markets abroad primafily because
.of thelr non-competitive pribe Posi#ion.
The outlook for Panamanian industrial development depends to a

large extenﬁ upon thre¢ as yet unsettled questions. First, the relationshlp

of Panama to the Central American Common Market remains unresolved.

Meny industrialists favor Joining CACM to expand thelr markets but

various commercial groups of importers aﬁd retailers oppose increasing
E;ﬁéﬁéﬁi@ﬁ;tariff barriers to the CACM level. Second, negotiations on

the new canal treaty are still incomplete and‘have created uncertainty

as 1o the future location of the Canal. Third, the outlook for the

stebility of the Robles government is uncertailn. Priyate investment, -

both foreign and domestic, has been the primary stimulant to the industrial

sector and a élackening of investors' confidence could curtaill future
- industrial growth. V

A. Resources
1. BRaw Materials
The agricultural and mineral resources avallable in Panama

for local indugtries remain essentially undeveloped. The most.significant
progress made 1n the past five years has been in the industrial utilization
of & variety of agricultu;al products apart from traditional rice, coffee,

and milk processing. This includes new vegetable oil facilities, tomatoe

processing plants, and citrus concentration and freezing facilities.

- 69 -
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Exploitation of domestic mineral resources has been confined to satisfying

domestic needs for cement, clay, and salt and to meeting construction
requirements for sand and gravel.

Mineral resources include limited deposits of gold, bauxite,

copper, manganese and lignite, but none are commerciallj exploited.

Geological surveys of mineral resources were begun in 1966 under the auspices

of the United Nations. A survey of this nature previously was conducted
in 1945 and to a small extent in 1956. The $1.3 million survey unéerway
will investigate the central provinces over a two year period. The

area west of Panama City is beiﬁg surveyed by ground water geologists

of the CATAPAN team (a consortium of International Engineering Co.,

J.L. Jacobs Co., and International Resources and Geotechnics Inc.).

In addition, a non-metallic resources survey in Herrera Province is

in process.

Numerous investigations also have been undertaken by private
holders of minerai concessions granted by the government. Fivevpetroleum
exploratory concessions are in §fféct buﬁ only one company has announced
drilling plans. Nine exploratory concess;ons for gold -- including an
off-shore concession to extract gold from beach-sands -- are currently
valid. Exploratory concessions also have been granted covering copper,

manganese,: limestone, and iron (magnetite).

- T0 -
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The power industry in Panama is a mixed system consisting of
one public agency and several priyate enterpriges. The public entity is
charged with providiﬁg power in rural areas and developing Panama's power
resources,vwhile private companies serve urban areas end the Panama
Cenal Zone. (Figure 6 shows the respective areas of distribution.)
The value added of Panamanian utilities amounted to $14.6 million in
1965, an increase of 20% from the previous yeariand 5% more than the
value ad@ed in 1960. Total installea capacity in 1965 amounted to

about 1Th megawatts (MW), nearly half of which is located in the Canal

Zone. Of the facilities in the Republic, 91% are operated by private

companies with the Compania Panamena de Fuerza y Luz - (Panama. Power and

Light Company.CETL) accounting for more than three-quarters of private

 installed capacity. Production of electricity in Panama City and Colon,

‘

principally generated by CFPFL, has increased at an average rate of 15%
per year since 1960. As shown in TeblelZ2 , production has more than

doubled between 1960 and 1965.
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Electricity Production in Panama City and Colon

Est.

1950 1955 1960 1961 1962 1963 196k 1965 1966
Million KWH 85.7 113.7 180.7' 206.6 233.9 264.6 292.0 378.2 Li7.5

Annual increase (%) - 5.9 9.7 1k.3  13.2 '13.1 10.h4 29.5' 10.h

The cost of- electricity in Panama City and Colon is relatively expensive
for Iatin A:merica. Co/mnercial rates ar¢ 5.5¢ per kwh, residential 3.6¢,
and 2.5¢ pér kwh for ind-ustrial users.

- A statistical summary of the various electric companies is'
pi‘esented in 'ZF‘able 13 Exclﬁding the Panama Canal Company, which provides
some power outside the Zone, the private utilities afe do:niina‘ced by the
CPFL,. a subsi&iaﬁ of American and Foreign Power Company. A 1927 contract
grants the company ‘operating rights in perpetuity and virtual exemption
from all Panamanian taxes. Unsuccessful negotiations for a new contract
have been mdém«ay for the past two years but presently are suspended

until at least February 1967. The company recently concluded a

power-sharing agréement with the Panama Canal Company.

Another large private system is the Empresas Electricas de

Chiriqui (Chiriqui Electric Company -- EEC) in western Panama. This

system was built by the United Fruit Co. to serve its Chiriqui Land Company

-T2
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plentation and the city of David. The company shares its electric production
with Costa Rica in the Golfito border region. Included in its system is

,the'largést hydroelectric facility in Panama outside the Canal Zone. The

balance of the private power systems, such as Hidroelectrica de Ia Chorrera,

ol Valle, and Santiago Electrica S.A., are small isolated companies.

s

Table 13

Panamanian Electric Power Companies:

. Conéumption, 1965 Installed capacity 1963  Customers 1963
Systems _ million kwh thousand kw thousand

Government
Inst. Rec. Hia. y Ele. :
(IRHE) _ k.2 v 7.7 a/ 13.1 b/
Private )
Panams, Cénal Company b5k, 1 | - 84,5 ‘ n.a.
"~ Cia Pan. Fuerza y Luz ‘

(CPrL) _ 315.0 63.1 b/ _ T1.h
Emp. Elec. de Chiriqui :

(EEC)_ . 2h.9. 9.1 _ "~ 8.8
Hidro. 1a Chorrera " 2.5 ¢/ 1.3 _ 2.0
_Santiago Electrica S.A. 1.8 ¢/ _ T 1.k
'E1 Valle | | na. .2 g n.a.
‘Others T n.a. : 7.8 ’ n.a.

a. Data are for 196k.
b. Data are for 1965.

e. Data are for 1963.
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The government has not played a major role in the past
develomment of Panamanian electrification. It was not until 1961 that

the government established the Instituto de Recursos Hidraulicos y

: (Institute of Hydraulic Resources and Electrification--
ElectrificacionW/IRHE) which acquired two former private companies,

Lo Nacion and Panama Electrica, S.A. The IRHE preséntly'controls

. less than 10% of total installed capacity and generates less than 4% or
vtotal Production. Details of IRHE's facilities and services and their
growth are given in Table 14 .

Table 1k

Panama: Operation of the Institute of
Hydraulic Resources ang Electrification

1961-65

1961 1962 1963 - 196k 1965

Installed capacity (MW) n.a. 5k 6.3 7.7 n.a.
Consumption (mii. kwh) 8.7 9.9 11.2 12.7 .2
Resid‘ential‘(mil. kwh) (1.8) (3.0) (3.7) (k.2) (6.0)
Comercial (mil. kwh)  (1.8) (2.6) (3.1 (3.3)  (u.0)
Consumers (thousand) 8.1 9.2 10.3 11.5 2.1
Residential (thousand) (4.6) ' (7.9) (8.9) (10.2) n.a.
Commercial (thousand) (1.0) (1.3) (1.3)  ( 1.2) n.a.
Plants with 2h-hr. service  n.a. I 10 13 n.a.
Towns served ’ 66 73 76 89 92
- Th _
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In addition to rural electrification the IRHE ig charged with

de?eloping new sources of poWer; Plans for the implementation of the

degrees of readiness. The Principal obstacle to all proposed power

‘
\

'projects has been their financing. A summary of development plans is

presented below in Table 15.

Table 15
Panama: Power Facilities Planned or Under Construction

' . : Cost
Project Type Capacity (MW) million Remarks
- - AE— ) —_—
CPFL San Francisco Thermox 12.5 ' $7.4 Operational,
CPFL Ias Minas Bay Thermo- 22.0 ' To be completed late
: 1966+
CFFL las Minas Bay  Theymo- 33.0 $10.0 - Peasibility study
’ , . . completed. No
immediate plans for
_ ® construction.
IRHE Ia Yeguada Hydro- . 12.0 $4.0 First stage (6,000 kw)
, to be completed in
late 1966,
IRHE las Minas Bay  Thermo. 4%0.0 $7.7 Construction contract
- eawarded October 1966,
IRHE Bayano Hydro- 100-1k0 $40-60 Two feasibility studies

completed; bids
- . . 80licited for design
P , : " and specifications.

IRHE Chiriqui-Chico - . :
(Paja de Sombrero)  Hydro- 30.0 $15-18 Feasibility study
: : (first stage) completed.

IRHE Santa Maris, :
(santa Fe) Hydro- . 23-60.0 $11-32 Prefeasibility study
. planned.
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Panama currently ié unable to4satisfy requirements for electricity
'1p urban areas énd rufal sefvice is still in its early stages of development.

" Present estimate; of future demand indicate a continuihg deficit in the

near future despite Panama’s-hydroelectric potential of 600 MW, Partially

8s a result of thisvsituaﬁion, many of the large new Industries, such as

the petroleum refinery and the cement factbry, have been forced to\providg
their own power sources.

The policy of thé IRﬁE with réspect to rural eleétrification
has not been esfablished. At least temporarily, the government has
sbondoned its progrém ofAﬁodernizing and ékpanding its network of small
1solated geherators and currently favors developmenﬁ of large hydroelectric

generating and distribution facilities. In the meantime, however, IRHE

has secured a small loan from the Banco Nacional to maintain the present

level of rural service.
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B./ Structgre
l. Ownership

Two of every three enterprises in 1965 were individually
owned; (See Table 1g .) Including partnerships, which generally do
not extend beyond members of the same family, this type of ownership is
found in T0% of all manufacturing facilities. Ip terms of capitalization,
however! individual‘ownershibs and partnerghips represent only 5 percent,
-or.US $h ﬁillion; of total industrial ihveétmeqt. Corporations control
95% of Panama's industrial capitalization; or Ué $T8 million. Corporate
stocks generally are held by family groupings. The number of stockholders
is so small that the country lacks a formal stock commission to control
trading. Sﬁock quotations that afe periodically published usually reflect
only the nominal stock value.

Thé system of closely held and intertwining ownership is
tﬁe economic base of Panama's oligafchy. Capitalization from personal and

femlly resources, limited distribution of ownership, and the small size of

-

the market has bred personal and sectorial monopolies. Government industrial

- 77 -
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o« Panama: Structure of the Manufacturing Sector
S 1965
o
o
rs)
o
=4 Ownership b/
) Number Capitalization Sole ~ Torporate Employment (1962)
m Type total total a/ percent % total % capital % totdl . % capital total percent
N ’ ¢
M Light industry
= .
o Food, beverage and tobacco 419 $23.9 29 67 3 3 ok 3,793 33
o .
Y Footwear and clothing 313 3.5 4 84 1k 13 79 1,942 17
o : , .
x . Furniture and fittings 145 2.0 2 T0 20 ah - ™S . T25 6
,M'r.s“*- . o B .
mu._;_ Lumber and wood products ko 1.7 2 " b3 10 50 : 82 - 284 3
. mw Leather products A 27 0.4 - T8 13 ’ 15 86 . 1ke 1
BT .
'8 i Intermediate industry
N mv Chemical products 73 h.1 5 o1 .0 75 _ 89 649 . s
FN , = .
Q- Nonmetallic products 33 6.8 8 36 1 58 98 83 . 7
2. . . , .
) Rubber products 1k 0.3 -- 57 1 k3 9 b5 -
_._nrw Paper products 5 1.9 2 7. - 93 100 340 3
- v
o -
>
(o]
L
o
Y .
L I
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Table 16

o Panama: Structure of the Manufacturing Sector ©
o 1965 -
W (continued) W
m 7]
2
.w Ownership w.\ W
] * Number Capitalization Sole _ Corporate Employment (1962) 2
=4 e total totel a/  percemt % total % capital % total % capital total percent’ S
I _ , 3
=3 Basic metal products L 0.5 1 0 0 100 100 93 1 i
o <«
5 Metal products 73 3.k L 52 2 i 95 | 1,048 9 e
~ _ o
: . : ~
W Petroleum refining - 1 30.0 37 0 0 100 100 365 3 W
(14 5 _
&7 Other industry 357 3. 4 69 1 25 76 1,080 oo, %
C.,.nw . [o % —
N Total industry 1,51k $81.9 100 66 3 - 29 95 11,348 00 & rQ,
<. 0 - . b
3 Construction 126 - 6.0 100 11 19 - 8k 81 - bh,o62 100 8
. : 09 !
Mining 23 2.5 100 22 1 T0 75 82 - 100
Utilities 16 33.9 -100 13 1 81 99 *1,033 100

a, Millions US dollars.
b. Excludes partnerships.

Figures may not add due to Tounding

g
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o
-
o
'
°
o
>
)
1
g
o
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monopolies are limited to the production, distribution,“and sale of
salt, and the distribution of alcohol for liguor production.

Forelgn bwnership is limited to only a small number of large
enterprises requiriné heavy capitalization and foreign owners
generally'hold only minority interests. Principal fofeién owped
firms are the Panaﬁa Power and Light Company, the Chiriqui Iand
Company (United Fruit Co.), Panama Refinery Incorporated, and most
industrial firms in the Colon Free Zone.

"2. Industrial Investment

Squrces . of industrial investment funds are foreign
capital inflows, domestic bank credit, and re-invested profits. An
aggregate measure of industrial investment is not available, but gross
domestic private investment increased nearly 55% in the 1960-65 period,
averaging 149 of GDP annually. Private investment increased steadily -
throughout ﬁh%s period with the exception of 196k when political unrest
resulted in capital flight. (See Table 17.)

.Table 17
Panama: Gross Domestic Private Investment

Millions of Dollars, 1960 Prices

1960 1961 1962 1963 1964 1965

Inventory | ' 7.0 - 8.k 10.9 11.1 2.4 16.8
Construction 279 18.6  23.3 32.1 26.6 32.8
Capital goods - 21.5 38.8 36.7 36.9 3k.0 37.5
' To£a1 : 56;h 65.8 70.9 . 80.1 73.0 87.1
Percent GDP ' 13.5¢  14.3%  1hk.2%  1L.8%  12.8%  14.2%
Perceﬁt capital goods 38.1% 59.0% 51.8% L6.19  LE.6% 43.1%
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; Credit for industrial investment from domestic banks has expanded
at an average‘rate of more than 16% per year since 1960. As a portion of
total bank loans, industrial loans have increased from 9% in 1960-62 to
14% in 1963-65. (See Table 18 ). ‘In 1965, total bank loans expanded
by more thgn one-third but industrial loans contracted slightly. An
increase in unreported short—tenn overdrafts used for capital invéstment

probably offset this decline.

Teble 18
Panama: (Total Bark Toans, 1060-65 o/

Million Dollars

1960 1961 ;962 1963 1964 1965
Total loans ‘ - $100.8 119.1 136.6 122.7 14L.6 198.2

Industrial $ 8.7 10.6 12.8 20.1 _2é.h 21.6

Percent total 8.6% 8.9% 9. 4% 16.4% 15.5% 10.9%

a. Totals granted during calendar year.

The low level of bank credit available to small industries

led to the creation in 1963 of the Banco de Desarrollo Industrial (Bank for
Industrial Development -- DISA), i’nitigted with an AID loan of $5.1 million -
and a private subscription of $1 million. By mid_-1966, DISA had lent $4.2
nillion to small industries at réasonable interest rates on long term.

More than two-thir@s of the loans went to import-substitution industries,
which were credited wiﬁﬁ creating more than 1,000 new jobs. An additional
$4.0 million AID 1oan‘and.anotherl$l million private subscriptiqp will bg

availlable by the end of 1966.
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As shown in Table 19, foreign capital was an important source

(R

of fﬁnds for industry in 1950-62, but‘haé since become of lesser importance.
The principal factor in-the early l960's'was the external financing of &a-
petroleﬁm-refinery. Following the éolitical troubles in 1964, the exodus
of short-term capital was nearly three times the volumeof private capital
inflows. By 1965 the net capital outflow had decreased to gbout $8 million.

Table 19
Panama: Foreign Capital Flow to the Private Sector, 1960-66

Million US $

‘ ‘ ' Estimated
1960 1961 10962 1963 1964 1965 1966
Long-term direct , :
investment $17.3 36.1 21.7 7.7 3.2 2.2 4.0
- Other long-term ' ‘ . '
investment -1.8 k.2 3.3 5.4 7 kit 3.0 vu.o
Short-term capital,
incl. net errors ) ’
and omissions 1.1 -23.1 -10.5 -8.5 -22.6 -13.6 -1.0
.Net total¥ 16.6 17.2 1k.5 b6 -1hT -8.4 7.0

¥ Minus indicates outflow.

The two additional sources of capital for‘industrial
development are stock issues and internal corporaée financing. The use of
stock certificates in the open market is very limitedf Re-invested
corporate earnings_probably are & significant source of capital but

data are not available,on the size of such investments.
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‘3. Industrial Iabor Force

;

Since 1960, the industfial labor force has increased at an
annual rate of about 3_percent.‘ The number of industrial workers in
l96h was estimateﬁfat approximately 31,000 -- or nearly 8 percent of
the ‘total labor fqrce. indnstrial empleyment ranks fourth in importance
after agriculture, services, and commerce. Data for 1964 shows thet
only seven out of every ten industrial workers were employed full time,
while two out of ten were employed part time? and one out.of every
ten was eithef unemployed er an unsalaried family employee.

Although there is a shortage of sgilled workers in Panama,
the labor foree does'compafe favorably in skills witb most Laﬁin
American countries. Vocational training given Panamanians employed in
the Canal Zone as machinists,'welders, apd lethe operators has been

‘an impe;tant source of skilled workers. Vocational training has been
underteken to a small degree by.private industry and the government.

In 1965 the Institute of Human Resources (IFARHU) was established by the
government to augment the efforts of the Ministry of Labor. Legislation
also has been proposed that would require the private sector to allocate

the equivalent of 10 percent of its gross payroll for labor training.
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As esﬁimated 5 percent of the country's labor force is
organized into labor unions. Half of these union members are located
in urban centers and ngarly all represent traae and service organizations.
Indugtriél unionization is small, and labor organizations generally are
"company" unions, not affiliated with any major labor confederation.
The.government's system of selective minimum wages fafors the industrial

in industry.
worker and lessens the appeal of unlonlsm,/ At &he same tlme, because
the pool of unemployed workers is large, the job market fo? unskilled
workers 1is very competitive. Collective bargaining contracts are
pfactically nonfexisfent.

C. Manufacturing

1. Food, Beverages, and Tobacco

Food proéessing industries are the most numerous of
Panama's manufacturing sector and account for nearly 45 percent of the
total value of manufacturing. The valge added of démestic'prodqction in
“the foodstuff indusiry wés $43 million in 1965.. (See Table 11.) The
growth of this sector has avefaged 9 percent per year since 1960, aé

compared with 12 percent for the industrial sector as a whole.
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a. Milk

Milk production in 1965 amounted to 18.8 million gallons,
about half of which was processed by the country's four milk plents.
Production of processed milk im all forms j:j}ggyﬁﬁéﬂ"":ffl::}in 1965

to 6,726 metric tons. The largest and oldest plant, Cis Panamena de

Al;mlentoslacteos, S.A. in Nata, produces evaporated, condensed, and

pasturized milk. éia. Chiriquana de Leche in Concepcion, produces
powdered milk, and another plant in Panams City produces a wide variety
'of Qairy products. The fourth plant is lécatedrin the Canal.Zone.‘ At
the present timé, the processing capacity of the milk industry is
considerably in excess_of the domestic_supplyngf rav ﬁilk.
-b. Meat |

Panama has numerous ebattoirs, but most  lack storage

and refrigeration facilities. The largest plant, the Abattoir Nacional

S.A., in Panama City, has a daily gapacity of 250 cattle and 150 hogs.
A new $1 million abattolr of US Aesign located in 7TE§Ea_Wiopened in
mid-1965. Processing capacity far exceeds the local supply of slaughter
lvestock. Value of mea£ ﬁ&déﬁétibnfdrbﬁfed 37% in 1965 to $600,000 due to
8 reduction in availsble slaughter animsls. The value of stock lost by
" drought and disease in 1965 excee@ed the value of cattle commercially

slaughtered. Poultry is generally sold live to the consumer.
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c. Sea Food
The fishing industry is limited largely to shrimp processing
and fish reduction. Seven major companies process shrimp from Panamanian
waters. The largest, the.Panama Cdbﬁerétive Fish Compan&, has a $1
‘million p}aht with freezing units for h,OO& pounds of shrimp and cold
‘storage.facilities for 100,000 pounds. The shrimping industry, which
employs about 3,000 pe?éons, has led to the expansion of boat building
and répair facilities ;nd the establishment of a new box plant (Corporacion
'.Industrial). A new fishmeal fécility on‘Taboquill& Island, which has an
hourly éapacity of 50 tons, began operations in 1966. An older plant with
12 ton per hoﬁr capaciﬁy is located at Caimanito. Total productioﬁ in
1965 amounted to 5,670 metric toﬁs of fishmeal and 1,410 metric tons of
fish oil.
_é. Cereals ~~
In 1963 Panama opened 1its first flour mill., Utilizing
imported unmiiled wheat, the plan% produced 45 million pounds of flour
in 1965. Another mill with a lérger capacity will dpen in 1966 and
will produce, in addition to wh%at flour, various specialty flours and
animal feed for both the domestic and export markets. Bread is baked
‘by numerous smsll bakeries but tyq modern bakeries dominate the urban

market. Rice is milled in David by the country's only plant. Several
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, companies process domestic rice, corn, and molasses for chicken and cattle
i A
feed.

e, Other Foods

Panama's two sugar miils (El Ingenio-Ofelina and EL Inge%f?A

o been
Santa Rosa) have recently/modernized and each now has a capaclity of about

3,000 tons of sugarcane per 2h-hour day. Theyrproduce sugar and molasses
for domestic and export markets. Numeroﬁs small mills produce a less
refiﬁed'sugarcake called Panela. Panamarhas several canneries processing a
variety of local fruits and vegetables. The processing of tomatoeé into

pastes, sauces, jJulces, and soup has more than doubled in the past five

years to 3,326 metric tons. Citros de Chiriqui, a 10,000 acré citrus
plantation near David, has constructed a plant to concentrate and freeze
citrus fruits for export.

Panama has two edible oil plants that produce margarine
and lard, process copra, peanuts, and sesame, and refine imported crude

soy bean oil. The largest plant, Industria Panesme Boston S.A., dominates

the market and produces a variety of other consumer iFems.

f. Beverages and Tobaccos

Non-alecholic beverages for domestic consumption are
produced by several soft drink bottlers. Production of slcoholic beverages
increased 7.2% td a tokal of 32.7 million liters in 1965. Beer accounted

for 90% of Panama's alcoholic beverage production. One of the two beer

- 87 -
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breweries is located in Panamglzgg; and represents an investment of more
than $1l million. It is thé country's largest single industrial employer.
A variety of fermented drinks are produced by numerous home industries.
Cigarettes arg ménufactured from blends of local and imported tobaccos by
bthreé factories. Only fil%er tipped cigarettes are produced, many under
license to US companies; Output in 1965 totaled 817 million pieces.
Approximately T2 million pleces are smuggled annually into the country;

2. TFootwear and Clothing -

The footwear and clothing industry has grown slowly at an
annual rate of 2.5 percent. Producers are generally small and inefficient,
employing antiquated machinery. Panama does not produce textile fabrics,
but a $8.T million textile factory in fhe Colon Free Zone 1s scheduled
fof completioﬂ in early 1967, This plant will produce 2,500 metric
tons of cotton fabrics per year. Its product will be exported and
used domesticaliy. In the planning stage is & smaller textile factory
representing an investment of $1.6 million. Raw cotton will be imported
. by both plants until domestic production is capable of meeting demand.

Clothing manufacture is primarily a cottage industry; in 1960
there were T,400 home establishments making clothing. An exception is the
shirt making industry which operates under license from large U.S. firms,

.

including Manhattan, Van Huesen, and MacGregor.

- 88 -
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Footwear production in Panama, utilizing imported plastics

and local leathers, is sufficlent to satisfy the low-priced domestic wmarket.

Output in 1964 was estimated at 900,000 pairs. In Panama City there are

about thirty wanufacturing shops.

3. Metal Products

The ﬁetal products industry has grown at an average annual
rate of 35 percent since 1960 and its value-added output in 1965 was equal
tp:lo percént of total industrial output. The metal products industry in
Panama consists of two iron and steel rolling mills, an aluminum extrusion
'plant, and numérous small shops producing metallic consumer durables.

Production of iron and steel is confined to one 10,000

ton capaclty steel rolling mill owned by Acero Panams S.A. Apart

from & small amount of local gerap iron, all steel bars, plates, and
ingots ﬁsed by the plant are importgd. The principal producf, steel
reinforcing rods for the construction in@ustry, meets the requirements

of the domestic market. Some small shapes as well as barbed wire, stables,
and cyclone fencing also are produced. A second steel plant, Productora

de Acero y Afines Asocidsa S.A., is to initiate operations by early 1967.

Production capacity of this plant will approximate 100,000 tons annually,
or ten times the country's présent level. The company plans to export most

of its output to Jamacie and Central America.
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Other domestlc users of iron and steel products are small

companies producing prefabriéated components for the boat building industry, °*

and home repair items. A new company manufactures metal furniture, files,

and cabinets.

Panama's single aluminum extrusion plant, Aluminio de Panama

- S.A., produces aluminum tubing, conduit pipes, frames, Jalousies, panels,
and roofing materials from impogted ingots and billets.\ In 1965 the
company installed an aluminum anodizing facility. Several firms
#anufacture aluminum products, such as cylinders for bottled gas, valyes,
"and bottle caps.

4. Nonmetallic Products

The value-added of the nommetallic products industry is equal

_to 7 percent of total industrial output. Pansmanian industries based on

minerals
nonmetallic/include two cement plants, one clay plant, sand and gravel

operations, and one glass factory. DPortland cement production increased

by one—th;rd in 1965 to 165,325 metric tons. The proaucer, Cemento Panama
S.A., has a capacity of 636 tons per day and plans to neafl& double its
capacity in 1967. Limestone.is procured locally but gypsumvand anthéacite
aré imported. In addition to cement, the plant produces asbestos cement
sheets (Panalit) for floors gnd roofing, using Canadian asbestos, and an

insulating material (Fibrolit) made from shredded wood and cement. A

second cement plant, Cemento Atlantico S.A. will initiate operations
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in the fall of 1966. Capacity will be 600 tons per day, part of which will
be exported. A satellite industry, Concreto S.A., produces concrete pipes,

forms, and réady mixed construction concrete.

The principal clsy products manufacturer, Cia. de Productos

de Arcilla S.A., produces structural clay products, sanitary wear, glaied ‘
wall tile, cerémic floor tiles, and other vitreous products. Clay and shale
are egtracted locally while kaolin, pyrophyllite, and talc are imported.
In addition, there arelnumerous small brick and tile producers throughout
the country. Sand and gravel production for the local construction
industry is undertaken by b5th' the govermment and private firms. During
1965 approximately 200,000 cubic yards were froduced.

Approximately 11,000 metric tons of salt were produced by
the Panamaﬁian.government inrl965. Salt is recovered from sea water by
natural eyaporation. Specialized sglts such as iodized salt and rock salt
are imporfed. Panams also has one crystal manufacturer producing multi-
colored murano glassware.

5. Refining
Panama'é largest single industrial establishment, representing

en investment of $3O million, is the oil refinery, Refineria Panama S.A.

The value-added of petroleum products in 1965 amounted to $6.9 million or

7 percent of Panama's menufacturing output. Initiating operations in 1962,

- 91 -
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the fa0111ty has a production capacnty oij%,000~b rrels a day, utilizing
Imported crude oil from Venezuela and Colombia. In 1965 the company
processed 16.9 million barrelé (42 gallon size), an increase of nearly
4o% over 1963, the first full year of operation.

Ownership ;t presént is exclusively.by U.S. interests but
British interests are to acquire a one-third ownership by 1969. Empioyees
number 365 of which more than 90 perceﬁt are Panamanians. The Company was
éranted a 25 year period of liberal tax benefits. Import duties on crude
oll in 1965 totaled only $169,000, or 1¢ per 42 gallon barrel. Some
refined products such as lubricating oils, propane, aviation gasoline, and
some fuel oils continue to be imported.

6. Other Industries

Paname produces a narrow range of chemical products and relies
on foreign suppliers for industrial and synthetic organic chemicals. One
locgl firm produces oxygen, nitrogen, acelytene for welding, and carbon
dioxide for use by the beverage plants._ Iﬂscussions:are under way to
establish a small basic chemical plant to produce chlorine, sulfuric acid,
end aluminum sulphate. Two U.S. subsidiaries, using imported raw materials,
supply about one-third of Panama's requirements for paipﬁs and varnishes.
Imported plastic materials supply the small plastic industry which has

facilities for injection molding, extrusion of PVC pipe, blow molding,

tey ey rw
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polyethylene tubing, and plastic laminates.

The small pharmaceutical industry
is limited to mixing operations.

A1l chemical fertilizers must be Imported.

Panems. has at least 36 saw mills but only those

near Panana
City are of commercial significance.

The lsrgest saw mill, Plywood de Panama,
SOA.

produces plywood, veneers, and railroad ties. A small-plant processes
mangrove bark for tanneries.

There are no paper mills in Panama, although

several paper converting plants mamufacture cardboard and paper contailners,

stationery, wax paper, sanitary tissue, and paper cups.

The rubber industry
is limited to several tire recapping shops.

Te

Home Industries

The poor distribution system of commercially produced consumer

goods has fostered a large number of small cottage industries in rural

areas. In 1960 approximately 15,000 homes sold some type of product
in their immediate srea. These goods generally are manufactured by members
of the family and involve no capltal equipment

Figure 7 shows the number
of cottage industries by type of output.

Nearly 90% produced some form of
food, beverage:;, OTr clothing. Other cottage Industries produced crude
furniture, soap, pottery, and metal goods.

Figure T shows the percentage of cottage industries by province.

Panama
Province, where most of the nation's commercial industrial firms are

located, ranks near the bottom in number of cottage industries

g
&
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D. Construction

The construction industry in Panema consists of many small

operators and a few large enterprises complete with their own engineering,

transportation, and equipment facilitiles.

\

In addition, foreign firms

frequently are contracted to complete major foreiganinanced public works

projects.

After declining in 196l as a result of political difficulties,

the construction industry expanded by 16.4% in 1965 and contributed nearly

$33 million to GDP.

(Millions U.S. dollars, 1960 prices)

As shown below, the value added of construction activities

1960 1961 1962 1963 1964 1965 1966 (Est)
Total Value Added $22.9  26.k4 27.2 30.4 28,1 32.7 35.3
Percent of GDP 5.56 5.8 5.5 5.6 k.9 5.3 5.3
Percent change - -15.3%  +3.0 +11.8  -T.6  +16.4 +8.0

in 1965, as a percent of GDP, was slightly less than it was in 1960-63.

The government has encouraged private sector investment by enacting

in 1960 a law granting real estate tax exemptions for five year on new

contruction.

construction showed an increase of 9.3% from the previous year.

value of new comstruction in 1966 is

1963.

The value of building permits issued in 1965 for private

The

expected to surpass the record year of

- 94 -
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Seventeen of every twenty permits issued is for comstruction in Panama City.
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/ratlo has not changed s1gn1flcantly since 1900. Only one-tenth of all
permits issued in 1965 were for non-residential construction, amounting
to 23% of the total value. In David, however, nearly hO% of new

construction (by permit value) was for non-residence structures.

E. Dependence on Foreign Suppliers

Panama is depen@eﬁt upon foreign supplie?s for a significant
portion of its industrial ravrmatefials and finished consumer and éapital
goods. Panamesnian statlistics Qn imports do not nérmally distinguish between
raﬁ materials and finished goods. The latest detailed statistics for imports

are given in Table 20 for 1963. : '

Imports in‘1963 classified as raw materials represent less than
30 percent of total imports. Excluding imports of crude petroleum, raw
maﬁerial imports totalléﬁ only $14% million, or 11 percent of total imports.
The most Iimportant sare wheat, tobacco, metals, and chemicals. The limited
size:of raw material imports, coupled with the paucity of domestic raw
materialsrand-the high level of finlshed goods Imports, is indicative of
Panama's small industrial base.

The consumer preferences of S;OOO U;S. residents in Panams,
12,000 U,S. citizens plus military forces in the Canal Zone, and foreign
touriéts have exerted an important influence on imports of.consumer goods.
Panema's dependence on foreign suppliers also is evident In the commercial

sector. In 1965 nearly 600 firms specialized in import-expori operations,
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Table 20
Panama: 1963 Imports by Industrisl Classification a/

Million US $

Classification

Baw b/ Finished Total
_ Food, beverage, tobscco 4.2 13.2 i7.b
Footwear and clothing 1.5 18.6 20.1
‘Furniture and fittings -- .8 .8
Wood and lumber products A .3. g
‘Leather products neg. A A
Chemicals 2.3 12.9 15.2

~ Non-metals N .1 4,2 k.3 '
Rubber A 2.7 2.8
Paper products neg. 8.6 8.6
Petroleum products 33.0 . 4,6 37.7
Metal products 5.6 8.1- 13.7
Machinery and transport -~ 31.3 31.3 _
Others .1 9.9 0.0
Totel T4 115.6 163.0

a, Totals may not add due to rounding.

. b. Includes manufactured goods that require

- 9 -
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the second  largest group after grocery stores. Their combined capitalizaﬁion
of $ll million is second among all commerciel groups.

F. Role of Government in>Industry

The government of Panama h;s limited its activities in the
industr;al sector to the encouragement of private investors and the
pfotection of infant industries. The only direct government involvement
in industry is in salt and alcohol production and in the extracﬁion of sapd
and grayel for its own use.

Legislation establishing the Industrial Development lLaw was
~enacted in 1957 and.has been responsible for the initial impetus‘to
industrialization. The law grants liberal duty and tax benefits in reéard to
the investment and profits of qualified industrial enterprises. Under this
law, for example, the petroleum refinery was granted exgmptions from most
-taxes for a periocd of 25 years.

An impdrt quota system to protect local manufacturing firms
date§ from 1962 and now covers more then 125 items. A speciél comuission
composed of government and private repfeseﬁtatives operates under the
Office of Price Control and is authorized to establish, revise, and rescind
import quotas for any specific 1ltem. Typical réstricted items 1ncJlude
food and bevérages, leather products, garmenis and apparel, barbed wire

and steel products, and soaps and detergents.

- 07 -
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| Three private institutions supplement the efforts of the
government in fostering indﬁstri,al growth. Financed largely by forelgn
‘a1d, the Panamanian Ilevelop!ﬁent Institute (InPaDe) offers technical
- assistance to industry as a complement 4o the relatively ineffectual
goverament indus‘trial Development and Productivity Center (IDPC). A

private group has established with AID funds the Industrial Development

Bank (Banco de Desarrollo Industrial-- DISA) to provide credit for industrial
»expansion. The National Council of Private Enterprise (CONEP) also sponsors

& varlety of industrial development programs.
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IV. Fiscal and Monetary Structure

The use of the U.S. dollér as legal tender has imposed a sufficient
degree of fiscal and monetary discipline on the Panamanian economy to permit

) . be
the rapid rate of growthlsince 1960 to/achiev§d w?thout serious inflaﬁionary
pressures.

Ordinéry budget expenditures of the central govermment, Vhich include
some investment, exceeded revenues by 7 percent cumulatively from 1960
through 1964 but in 1965 a small surplﬁs was achieved. A consolidated
current account budget for the entire public sector, however, shows a
cons?derable surplus for the period. This surplus fogether with domestic
and forelgn borrowlng has been used by'the.government‘to finance 1its
public investméht program.

‘Damestic and foreign borrowing have greatly ingreased debf servicing
requirements -; equal to 14 percent of ordinary expenditures in 1965. If
rising tax revenues resulting from new legislation and improved tax

,adpinistraﬁion are not disslpated on additional operating expenditures,
these debt service payments should not serlously limit the ability of
the central government to expand moderately its public investment programs.

Very little control is exercised by the central government over the

banking system. The rate of credit expansion, which averaged 12 percént .
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per year during 1961-65, is largely dlctatea by the size of deposits and
the practices of individual foreign-owned banks.

A. Public Finance

Tota} expenditures of the public sector, including current operating
expenditures and pﬁblic invesfment, average about 25 percent of gross
domestic product (GDP) annually. Tpe public.sector consists of thei
central government, about 20 autonomous agencles of the central govermment,
and the municipal gévernments. 0f total expenditures by the public sector,
about €7 percent is accounted for by the central government, 30 percent
by thglautonomous agencies, and ;he remalining 3 percent by the mﬁnicipal
governments.,

Central government revenues, which are derived almost entirely
from taxés, agzount for about 75 percent of total revenues of the public
sector. Revenues of thé autonomous agenéies and the municipalities, which
accountifor 25 percent of total revenues, are derived from social
security contributions, the sale of goods and services, interest on
loans, local license taxes, and grants from the U.S. govermment.

In recent years, the public sector as a whole has produced
‘significant budget surpluses in its current accounts. These su?pluses,

together with borrowing from foreign and domestic sources, have been used

to finance public investment programs. Total public investment and the

- 100 -
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sources of its financing for the years 1960-65 are shown in Table 21
As a result both of a 1964 tax reform which increased revenues

from income taxes and of efforts to trim current operating expenditures,

current account surplus of the
the share of publlc investment financed by the/publlc sector rose ‘

from 37 percent during 1961-64 to 60 percent
sharply/ln 1965. If pressures for increased operating expenditures can
be controlled, rising tax revenues should permit the govermment to continue

to expand public sector investment expenditures.

1. Central Covernment Budgets

In theory the central government of Panama has two budgets:
(1) an ordinar& %udget for noninvestment expenditures financed with taxes

and other current revenues, an&(Q) an extraordinary budget for ?nvestment
expenditures financed with long-term-bor;bwing. In practice, however, the
ordinary budget, prepared anpually on a calendar year basis, includes
some Investment expenditﬁres and part of the ordinary budget is financed
by long-term borrowing when short-term flodting debts are refunded. An
extraordinary budget as such does not exist as expenditures are authorized
separately in a series .of projects. Moreover, not all extraordinary
expenditures are used fo? investment purposes.

The ordinary budget 1s prepared by the Budget Office, which
is subordinate to the Office of the President of the Republic, and submitted

to the Cabinet. The budget approved by the Cabinet is submitted to the
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Table 21
Panama: Total Investment by the Public Sector and
- the Sources of its Financing
1960-65
Miilion US &

1960 1961 1962 1963 196k 1965

:RDP79T01049A003300150001-8

Total public investment 114 21.3 25.0 27.7 26.1 29.4
Central government _ 4.8 11.1 2.7 20.4 13.7 1.2
Autonomous agencies : 6.1 9.8 11.8 6.9 11.9 1,7
3 Municipalities 0.5 0k 0.5 0.k 0.5 0.5
S Total finencing 11.h «  21.3 25.0 27.7 6.1 29,1
e O E—
.W . Current account surplus of the
: ."mw three levels of governmert &/ 4.8 9.6 7.7 11.3 8.2 17.8 , _
(DS . : ;
Fm.. Net external financing b/ 7.3 3.0 5.6 20.6 9.3 8.0
th- .
@H Net u..ﬂdmwwm.u. financing W\ 1.2 11.6 2.2 -0.4 3.7 . L9
o Net increase in floating debt b/ 2.9 -6.2 2.1 7.5 5.7 -1k
[} ) .
M Changes in cash balances -1.8 5.7 -1.1 -3.6 1.5 -1.7
2 W Seigniorage necne 6.3 0.5 none ~ none none
¥ T ’ .
o Statistical discrepancy c/ -3.0 2.7 8.0 -9.7 -2.3 4.8
W -
m. a. Includes non-current revenues such as mmaa.oa the sale cof land.
M. b. Minor differences . between these entries end the changes in debt outstending shown in Table -
-

are due to rounding.
¢c. The negative discrepancies are md.aH,...aLcdem in part to the use of some finmancing for non- “_.ﬁ:mmgmc& purposes.
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National Assembly in October. The budget passed by the National Assembly is
sent tp the President for hié,signature or rejection. If a budget has not
been signed into law by thé end of the year, the previous year's budget
remains in force.

The Comptroller General,.who is responsible to the Nationa}
Assembly; has preaudit and postaudit control of expenditures. including
eXpe@ditures ofﬂautonomous égencies and municipalifies. The Comptroller
General alsé may reduce budget expenditures in the event of insufficient
funds.

a. Ordinary Budget Revenues

Tax revenues account fo? nearly 80 pércent of total
ordinary revenues of the cent;al governmént, with revenues from the
operation of public services and state enterprises providing the
remainder. As shown in the following tabulatlon, tax revenues as a

percent of GDP increased in 1962 and again in 1965. The increase in

Tax Revenues as a Percent of GDP

1960 11.1
1961 10.9
1962 11.6
1963 11.0
196k 11.1
1965 11.8
- 103 -
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1962 resulted from a rise in income tax rates, the benefits of which
were short-~lived apparently.becaﬁse of ineffective administration. The
increase of tax revenues in 1965 followed the 1964 overhaul of tax rates
and tax administration.

As a source of revenue, consumption taxes have shown the
greatest grovth in recent years, increasing from 9 percent of total tax
revenues in 1960 to 15 percent in 1965. As a result of incre;sed rates
and improved administration, income tax revenues have shown the second
greateét rate of growth. In 1965, income tax revenues accounted for 26
percent of total tax revenues as compared with 18 percent in 1960. Revenues

import
from/taxes have declined in importance from 34 percerm of total tax revenues
in 1960 to 22 ‘percen‘t in 1965. This cha’rlge has been the result of an
increasing number of exemptions on imports of indgstrial raw materials
and equipment. (Ordinary revemues of the céntral government for the years
1960-65 are shown ip Table 22 .) If current efforts to improve the
‘administrgtion and collection of tgxes are sustained, tax revenues should
gshow & greater degree of responsiveness to changes in éDP. In the first
nine months of 1966, tax revenues were 18 percent greater than in the

corresponding period in 1965, whereas ordinary expenditures increased 13

percent.

Approved For Release ZQ.QiII > -GlaA;-RDE’YQTM049A003300150001-8

Lval’..)s:zu




Jouyqo pue soxel durelg

@
-
o
o
o
0
-
o
o
(%4
0
o
o
<
o0
<
o
oy
o

-GIA-RDP79T01049A003300150001-8

9°¢ o S 8°'2 . €2 LT /
LT 0o°'T 0°'T w1 T G T gooy 9SULOTT

o : | )

et SoeeT 9 TT 96 0l g°¢ ¢*¢ saxe) uoTadumsuo)

¢ ) 10T SU0O UO SOXE]

{ ¢ gt 9°9T ¢ Gr 2 Tt [y I°g suorgoesusI) pue uoridum

m m,m . . . 2° goxey qI0dXe~2I PUB axodxy

L& B 4 ¢ ¢ 2 2 . .

.w .. m v . . S99 .H.m.ﬂﬁm.ﬁoo

! mf _ 62 ¢z 4F LT 1T T°T

13 . . sotqnp " qroduy -

m, 3 6T DA 2°gT 612 1102 1°6T

,lh m . - C Ceoz Jro2 20JIoMOD UJTSIOF UO S8XBJ &
4 122 0°02 0'te | e S
5 | ‘gaxeq 909ITPUTL ©
w . Sern . . 3 v n .mm m
e - 2T 9°9¢ € ot 9 HE 8'Te ! 2
o T8t TOBT CobT 2961 TO6T 096T :
T (18
° § S0 UOTTTIN | :
: >

-2 /B 69-096T . g
m. QUSUUISA0 TBIIUD) dUF JO SINUSASY Lreutprp sewsued - N.

< . Q.

A <

g2 oTasL



P79T01049A003300150001-8

"

'

N
LA

s GhARD
)

LN

oy o

3
T

PSR

[;

>

2001103104

frmom o oy

v R
T

Approved For Release

rr

= 90T--

*USATS T®101 U3 02 ppe 30u Low squouodwod ‘Jurpunos Jo osnedag B

AUSUWULIBACY) TBIJUS) 973 JO SONUSASY AIBUTIPIO

22 sTqsl

9°98 9°6L T°1L T°.9 629 . 6°LG SONUBASI QUSIIND TBIOL
T2 T°T ¢ T 0T LT 8T I8U10
4 6°TT Q*0T L6 w.w 18 T gsestadzsqus pur sorTodouoy
9N 9°H 6°¢ 0'4 T°9 6*¢ S90TAISS OTTANT
9°gT 69T T°ST Q°CT 3°9T g +T SanU2ASL 130
c’ T i° ¢ 9° o soxel 9FIS pur 90UBRITISUUL
o 6°¢ g€ g-¢ EXS L2 xeq Rqredors
(AR G°gr G°GT 6°HT L°0T Lot Xel SWoOUT
.N.M mIMM 16T L*gT ST L ¢t soxe] 109ITq
Q96T 96T €96T 296T T96T 096T
$ Sn UOTTTTI
\%@wszﬂpno&
? G9-096T

2 emweued

(%

1/03104»3:2

Ry ntoime

PPN A ATy

I

Approved For Reledse-200

.

:

1

.

o]
L]
-
o
o
o
0
-
o
(=
(224
(2]
o
(=)
<C
o
<
o
-—
o
-
»n
N~
o
-0

1
l




&lﬁ RDP79T01 049A003300150001-8

Approved For RT?SF 0;
i b.'....».i !‘ub Bif
b. Ordinary Budget Expenditures

The largest‘categories of expenditures in the ordinary
(See Table 23)

budget are for education and for labor, social welfare, and public health./
Ordinary expenditures expanded sharply during 1961-65 as a result of increases
in wages andlpensions and other remuneration of government employees and
from increased public investment expenditures. The excess of expenditures
over revenues in the ordinary budget up to 1965 was financed by long term
borrowing when short term floating debts were refunded.

The rapld growth of expenditures for debt services,
which increased from 7 percent to 14 percent of total ordinary expenditures
between 1960 and'l965, reflegts the use of long-term borrowing to finance
a considerablé‘share of public investment as well as the deficit in the
ordinary budget.

2. Pyblic'Debt
The cunulative deficit of the public sector resulting

from public investment and from deficits in the ordinary budget has been
financea by net increases in outstanding debt. Of total outstanding

debt in 1965, 53 percent is accounted for by external funded debt

36 percent by intern&i funded debt, and 11 percent by

-107 -
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floating debt During 1961-65, the proportion of debt owed to external
creditors increased in relation to bothvin£ernal funded and floating
debt. International lending agencies recently have expressed coﬁcern over
Panama's ability to support further increases in foreign debt. The
principal foreign crediﬁors are agencies of the U.S. government, the
International Bank for Reconstruction and Development, the Inter-American
Development Bank, and private bond holders. The outstagding debt of the
central govermment for the yegrs 1960-65 is shown in Table 24 .

Prior to 1965, the tax revenue system was not sufficiently
elastic to keep pace either with the growth of GDP or with the growtﬁ
of operating éxpenditures. The chronic deficit in the ordinary budget
produced an increase in unpaid commitments for goods and services and
other floating debt that was reduced only by recourse to periodic
conversions into external aﬁd internal funded debt. The successive bond
issues resulting both from conversion of the floating dgbt and from the
direct long term domestic financing of public investment led to a saturation
of the bond market, to increasing discounts on bond prices, and to increased
difficulty in domestic financing of public investment. In 1965, however,
the effects of the 1964 tax reform together with a firm government policy
to avoid a deficit in the ordinary budget increased the amount of revenue
available for public investment and enabled the government to limlt domestic

bond issues to an amount that could be readily absorbed by the market.
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B.; Money and Banking

1. Financial Institutions

a. Benks
The banking system consists of two state-owned banks,
& dozen or so subsidiaries of privately-owned foreign ban?s, a small
number df locally-owned banks, and thgir branphes. Panama has no
central bank but the staﬁe—owned National.Bank of’Panama functions as
the officlal depository and fiscal agent of the goverrment in addition

to its cbmmercial/dperations. The second state-owned bank is the Savings

~

Bank-which grants loans on real estate qnd other tangible property.

The privately-owned foreign banks, most of which are
U.S. owned,_dé most of ;he commercialrbanking business in Panama. As
& result of the country's econcmic growth and the lack of difficulties
with currency conversioﬁ, the number of foreign-owned bgnks in Panama
has been increasing in recent years.

The banking system has played an important role in
Panama's econcmic growth by providing a strong uninterfﬁpted expansion
‘of domestic loans. Reflecting the expansion of loans, deposits also
have grown rapidly, suffering only a temporary sethack as a result of

political disturbances in early 1964, ' Total deposits and loans of the

banking system for the years 1960-65 are shown in Table 25 .
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As a result of Panama's use of the U.S. dollar as its
legal tender and the use of numbered accounts patterned on Swiss banking
lews, sizeéble deposits by foreign nationals are ﬁeld by the Panamanian
banking system. A considerable share of these deposits are reinvested
~in other countries but, by adding to the reserveé of Panamanian banké,they
have aided in Panamanian economic §§?§?§E9g. On the other hana, deposits
by nonresidents are especially vulnerablg to political disturbances.

‘For exémple, fhe l96h decline in total deposits waé caused by the
sudden withdrawal of about one-third of the deposits of‘nonresidents
'\following the riots in early 196L.

b. Other Credit Institutions

In addition to commercial banks, Paname has a variety
of other credit institutions, including a half dozen or so autonomous
agencies of the ggvernmént that grant loans for specific jurposes and
forty-odd small savings and loan institutions that grant smail loans to
their memberé. The most important of the autonomous government agencies
i; the Social Security Institute (CSS) which i1s authorized to purchase
government bonds and to grant loans to induétry and for housing up to
10 percent of its assets. Other autonomou§ agencies include the Institute
of Economic Development (IFE) which,together with its subsidiary, the Industrial

N

Development Center, grants small loans to agriculture and industry; the

- 115 -

T s o rema

Approved For Release 2001/0&/04 ‘CIA-RDP79T01049A003300150001-8

?.,- - “ ~\-»\~,——)-\-|

%L P S SRR S |



oo NS
AQ‘ PR i
[T T 2

Approved For Releésg %q’b‘imqu“cﬁ%” P79T01049A003300150001-8

W dad o bt d s Sod il

Housing and Urbanization Institute (IVU) which grants loan; for conétruction
of inexpensive housing; and'the People's Credit Bank, which offers

consumer loans to low income groups. Except for the CSS, most of these
autonpmous agencies rely on foreign loans and subsidies from the central
government.

2. Trends in Money and Credit

a. Money
Panama has no baﬁk of issue and the Panamanian unit of
currency, the balboa, exists only in the form of silver and subsidiary
coins. The U.S, dollar hag the status of legal tender and circulates
© freely in the country on the basis of a 1904 monetary agreement with
the United Stdteé. The agreement limits the issue of balboa coins to
thé equivalent of $1.5 million, while the constitution explicitly forbids
the issuance of pgper currency. No records of the amount of U.S.
currency in circulation are available.
b. Credit
During 1961-65, domestic credit extended to the private
' sector expénded shafply, éveragiﬁg almecst 12 percent annually. This
by
expansion of credit was gupported/both jj?domestic deposits and deposits of

foreign nationals. A large drain on banking resources caused by the

withdrawal of deposits of foreign nationaX following the 1964 political
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disturbances was made up by'external borrowing by the banks and by their
use of‘foreign and domestic reserves, thus enabling banks to continue
vcredit expansion in that year.

The sharp increase of bank credit in 1965 and the first
half of 1§66; however,vreduced the liquidity position of the banking system.
By mid-l966, banks were forced to railse interest changes to the full statutory
meximum of T percent, to reduce 16an maturitles, and to become increasingly
gselective in extending credit. In turn, the tightness of credit produced
upward pressure on interest rates paid on deposits; bringing them up to
the legalmaximum, which for most types of savings deposits is 3 percent.

The present tightness of credit will be eased 1if deposits continue to

5
grbw, but the pace of credit expansion probably wiil be below that of
1965-66; Depésits and loans of the banking system for the years 1960-65
are shown in Table 25.

The National Assembly recently has considered raising

the 7 percent interest change on loans but

- 117 -

QIpTT
Approved For Releasgf_ 0?1@3]%5§CIQ;3D1P79T01049A003300150001-8

£

(%] | S S A i



Approved For Release 2(&0;1)/03[0!4.

‘Approved For Relgg ? g %?@AQRDP79TO1049A003300150001 -8

Jumni

no sction yet has been taken. In November 1966 the Netional Assembly
enacted legislation establishing a new national banking commission to
regulate banking operaticns dut retaining the power to set interest

rates as a prerogétive of the Assembly.
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V. Trqnsportatlon
A, Highways
‘The highway network in Panama’ fshown dn.the map, Figure 8)
is the most important transportation system iﬁ the éountry. The main
arteries are the Inter-American Higﬁway, which runs between Panama City

and the Costa Rican border, and the Trans;Isthmian Highway between Panama

City and Colon. A section of the Inter-American Highway is still under

" construction in Panama, but it is scheduled to be completed in August

1967. Sﬁrvey work is under way on the projected Fan-American Highwax
froﬁ Panama City to the borderfof Colombia.

In 1964 there were 3,875 miles of roads in Panama. Of this total,
337 milés were concrete, 367 were asphalt, 779 miles were gravel, and
2,39é'were éirt. Most of the roads require extensiﬁe maintenance because
of heavy rainfall and high températures. Dirt roads are essentially
dry-weather roadsg and more than two-thirds of all dirt roads must
be rebuilt annually.

The_number of vehicles registered in Panama 1s giﬁén in Table 26 .
Of the néarly 37,000 vehicles registefed in 1964, about 65‘percent were

in the city and province of Panama, 11 percént were in Chiriqui Province,

and 8 percent were in the éity and province of Colon.
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- Table 26
Panama: ﬁwnbér of Vehicles®
196k-65
: Estimat.ed
_Type 296k o _A%65
- i’assenger cars 2'{,259 30,000
Trucks | 7,463 8,200
Buses 2,038 2,200
" Others © 105 120
Total 36,865 40,520

\.

% Excludes vehicles registered in the Canal Zone and

vehicles under special registration.
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B. BRailvoads +«-~
There are three small railroads in Panama, with & total of 157
 route miles of track, operating in three separate areas -- the Cansl Zone,
‘northwestern Panama, and southwestern Panama (see the map, Figure 8).
The.Panamé Railroad, ovned by the Paname Canal Company, has 48 route
’ City :

miles of 5 -foot gauge traok between Panama/and Colon. From July 1963
through June 1964 this line trensported 600,000 passengers and hauled

183,000 tons of freight across the Isthmus. The Chiriqui Nationdl

Reilroad (Ferrocarril Nacional de Chiriqui), ovmed by the Panamanian

govermment, has Tl route miles of 3-foot gauge track. Its main route

is from David to Puerto Armuelles, a deepwaterAport on the Pacific coast.
The Chiriqui Iand Compeny, Boces Division, opefates 38 routes miles of

3-foot gauge track in northwestern Panama. This Iine connects

plantations ih‘the interior to the Caribbean port of Almirante.
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C. Merchant Marine

On the basis of déadweight tonnage, Panama has the elghth largest
‘merchant fleet registered for ;nternational trade. At the end of‘l965,
564 ships of'l,OOO gross tons or larger were under Panamanian registry
with an aggfegate weight of 4,653,000 gross régister tons or 7,228,000
deadjeight tons. Of these ships, 351 wer§ freighters, 151 tankers, 35
bulk carrier;, ;8 combination passénger and cargo carriers, and 9
_refrigerated freighters. This large merchant fleet is the product of
liberal registry and tax laws that attract shipowners‘to use Panama as
a flag-of-convenience. - 4 ‘

The government of Paname derives about $l.5 million annually from
‘Panama-flsg ships in the form of consular and registry fees and"ship
tonnage tax. (These revenues reportedly would be higher if the corrupt
practices Qf Panamanian donsuls abroad were corrected) In addition
to these d?rect revenues, the economy benefits from attorney fees for the
iﬁcorpo?ation of Panams ship-owning companies and legal work involved
in the purchase, registration, and mortgaging of’Panama—flﬁg ships.

The merchant fleet is not an important source of employment for

Panamanian nationals.
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Panama's domestic trade fleet is composed of about 100 merchant ships
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of from 100 to less than i,OOO gross tons that are engaged'in 1oca1-and
intercoastal trade. Most of these ships operate gut of Panama, Colon,
Pﬁerto Armuelles, and Bocas del Toro. Thére also are some 200 shrimp
boats operating out of Panamanian ports.

D, Civil Aviation

The Panamanian government does notlown o?'operate apy civil airline.
Ié cont?ols and regulates civil aviati;nrthrough the Department éf Civil
heronautics in the Ministry of Government‘and Justice. Major air carriers
such‘as KIM, Pan Am, Braniff, Viasa, LATgChile, Varig, and Aviancla provide

international air service from Tocumen National airfield to most other

nations in the Western Hemisphere and Europe. Scheduled Panamanian

. A
eir carriers are Panama Aeronautica, S.A. Compania Panemena de Aviacion,

S.A. (COPA), and Aerovias Panama Airways (APA). Panama Aeronautica, reportedly
partly owned by U.S. interésts, operates a scheduled air service to

Miami using a DC-TB, its only aircraft. COPA'provides domestic service

from Panama to David, Puerto Armuelles, Changuinola, and Bocos del Toro,
and one international flight to San Jose, Costa Rica. Its aircraft consist

of two IC-3's, two C-L6's, and one Martin 4ok,  Pan Am holds a 33 percent

interest in COPA and Panamenian interests the remainder. The fliw>
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Pansmanian sir carrier, APA, currently is in serious financial trouble.

In August 1966, Braniff made a propossl to take over APA's routes, with

‘ the '
Braniff supplying 40 percent of the capital and/remainder to be raised

by stock sales to the public. APA's routes had included flights to
. . . , .
Miemi, Guayaquil, Barranquilla, Bogota, Maracaibo, Caracas, and Lima.
In addition to these scheduled air carriers, there are ten or
more_Panamanian companies engaged in charter and nonscheduled air
passenger and cargo service. Scme of these companies,as well as other

privaté aireraft,are believed to ehgage in illegal shipments of

cargo to neighboring countries.

- 124 -
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VI. Communications

A. Role of Government and Adequacy of Communicationé Services

All newspapers and radio and television stations in Panama arg

privately owned. F?equency authori;ations for radio and ﬁelevision stations

are gran#éd by thé National Eadio Commission, which is subord;nate to the

General Administration of Post Offices and Telecommunications, Ministry

of Government gnd Justice. Very limitgd telephone and telegraph service

is prévided by the General Administration of Post Offices and Telecommunications

to isolated communities. All other domestic and international telephone

and telegraph facilities and services are operated by p;ivate companies

under concessiong granted by the government. Rates for these services

reportedly ére not set or régulated by fhe government.'

- . Newspapers, radio, and feleﬁision are important political vehicles

in Panama, and communications concessions apparentiy have been used as a
, source of political patronage. Nevertheless, communicat;ons services

available inYPanama_;iit A_ . are well developed and

adequate to meet the needs of the nation. Panama's domestic and

international telephone service is one of the most modern in Latin

America and can be expanded to meet future needs.
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Isolateé communities_in Pangma are poorlylserved by teiephone and

télegraph facilities, but service probably is sufficient for the

1eve; of demand. Radio bfoadcasting coverage blankets the country
~but weak licensing con£rols have permitted an excessive number of fl&;

b&—night stations. Television service is less extensive but ﬁeﬁter

organized and probably more than adequate for the size of the potentlal
. listening audlence, which 1s restricted by the cost of receivers and

\
by the availability of electric power.
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B. Radio and Television Service

‘More than adequate radio broadcasting coverage of Panama is provided
by sbout 90 privately owned radio stations.* Most of these stations
. . 1
are concentrated around the urben areas of Panama City (45 stations), Colon
(15 stations), David (7 stations), Chitre (5 stations), and La Chorrers

(3 stations). The most important radio networks are: Onda Popular (9

stations), Circuito RPC (8 stations), Radio Mia (7 stations), and Radio

Aeropuerto (5 stations). Onda’Popular and Ci?cuito RPC/gg:howned by Fernando

Elets, the Foreign Minister of Panema and & member of the National Patriotic

Coalition, and>bgrlos Eleta; also a member of the National Patriotic
»Coalition. Radio Mia is owned by Ramon Pereira, a member of the ﬁational

Reformist Party, and Radio Aeropuerto is owned by Jacobo Salas, Jr., a

meﬁber of the Panamenista>Party. As these politlcal affiliations would
suggest, radio is an important medium for political propaganda. In 1965
there were an estimated 500,000 radio receivers in Panama. This figure
probgbly is inflated but it indicates, nevertheless, thgt the ratio of ra@io
recelvers to population 1s high.

The following tabulation gives the number of hours weekly of short-wave

Spanish language broadcasts beamed to Latin America by Communist countries

% An unknown number of these stations are not active. Excluded from this
figure are two radio stations in the Canal Zone operafed by the U.S. Armed

Forces Radio and Television Service.
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Hours Weekly Coﬁntry of Origin
155 Cuba |
k9 _ USSR
35 Communist China
25 Czeghoslov;kia
hie 7- ' Poland
1 ' . North Korea
12 ‘ Hungary .
10 Yugoslavia

Not all of these broadcasts can be received in>Panama, but a signifigant
portion probably is audible. The number of radio recelvers equipﬁed to
réceive short-wave broadcasts is unknown but reportedly is high.

As shown in Table 27, there are two television netwprks and one independent
‘teiévis?on station in Panamsa broadcasting'o@ seven channels. These
stations provide adeguate coverage to all the heavily populated areas

of the country. The number of television receivers.in 1965'was estimated

at 100,000.
- 198 -
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Table 27

Panama: Television Networks and Stations¥®

1966

RPC-TV (Corporacion Panamena de Radiodifusion, S.A.)%¥

Channel & (HOHM-TV) las Cumbres (near Panama City)
Channel 6 (HOH4-TV) Alto Quiel (near Boquete)

Channel 7 (HOF34-TV) Cerro Italia (near Sona)

Channel 12 (HOHM-TV) E1 Vaile de Anton (in Cocle Province)

Televisora Nacional (Televisora Nacional, S.A,)¥%x¥

Channel 2 (HOU34-~TV) Cerro Azul (near Panams City)
Channel 6 (HP5C;TV) Cerro Bohio (Cocle Province)
Tele~BaruX¥*¥

Channel 10 (HOU31-TV) Cerro Canta Cruz (near David)

% Not included are two television stations in the Canal Zoﬁe, one at Fort
Clayton and the other at Fort Davis. ,

*¥¥% Studios are at Avenida 11 and Calle 28 No. 10, Panama City. This

-Corﬁorationlis owned by Carlos and Fernando Eleta, who also control the

radio networks Circuito REC and Onda Popular.

*%¥%  Network studlos are in Panama City. Officers of Televisora Nacional

are: Rodolfo Chiari (brother of ex-President Roberto Chiari), President;
Roberto Aleman, Vice-President; Ricardd Chiari, Treasuref; and Carlos Arias,
Secretary. |

¥¥%%  Tele-Baru is controlled by Ruben Dario Samudio and Manuel Raﬁon Guerre

and reportedly is affiliated with Televisora Nacional.
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c. Newspapers

There are more than 20 newspapers in Panama. The most important

Panema City daily papers are listed below.

Panéma City: Daily NeWspapers

Circulation
Name ‘ 196h
Critica 22,000
Fl Dia 7,000
Ia Estrella 18,000
Le Hora ’ 20,000
El Paname America 18,000
La Prensa 7,000
Expreso n.sa.
E1 Mundo ‘ ..
- 130 -
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- Comments

Ultrenationalistic, owned
by Gilberto Arias.

Conservative, owned by
PR (Republican Party)
Penso and Del Valle.

Conservative, reportedly.
owned by Duque family.

Leftlst, owned by
Harmodio Arias.

Ultranationalistic, owned
by Gilberto Arias. English
edition also published with
eirculation of 6,000. ’

Independent, owned by the
Chiari family. :

Ultranationalistic, owned
by Gilberto Arias.

Moderate-conservative

owned by David Samudic

Approved For Release ?091403[04 CIA RDP7$T01049A003300150001 8

N e L. . H
R R S



e

Approved For Release ?001[0 104 -:V,CIA-RDP79T01 049A003300150001-8

PPNy

f‘”.'! hiltte
LERY SRS DRIy |
D. Telephone and Telegraph Service

N T
RN ”]

There has been & dramatic improvement in telephone service in Pansma

- gince Communications Incorporated (Comunicacibnes; S.4.) was granted a

20-year concesslon in March 1961.* This concession included both long-distence

telephone service and local telephone service in those areas not served

by Panama Power and Light.Company (Ci&. Panemeﬁa de Fuerza y Lué, a
subs;diary oflAmerican and Foreign Power Company, which is responsible
for telephone service in Panama City and Colon). The first»step taken
by Commﬁnications Incorporated was the{construction of a modern microwave
fadio relay line between Panama City and David in 1961-62.** A.similar
line was extended to Colon from Panama City in 1963.

As Shgwn in Table28 , Aearly h2,00Q telephones‘were in use in Panama
at fhé end éf lééh. The retlo of 3.40 telephones per 100 persons‘in Panama

"1 emong the highest in sll of latin

\

Arerica. About 95 percent of the telephones in the country are concentrated

% Communications Incorporated is & subsidiary of Empresas Electricas de
Chiriqui, S.A. The family of ex-President Roberto Chiari, who was in office
at the time the concession was granted, is reported toihave an Interest in
Communicationé Inqorpﬁrated.

%% This microwave line probably will eventuslly serve as a segment of an
Inter-American telecommunications network, which has been under discussion
for a number of yecars. A step in this direction was teken on 30 June 1965
when‘a Presidential Decree was issued authorizing Communications Tncorporated

4o enter into contracts with other American Republics to interconnect

telecommunications systems.
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in Panama City, Colon, and David. With the exception of the 690 telephonés

operated by the General Administration of Post Offices and Telecommunications,

all telephones are automatic and direct-distance-~dialing service is

available. Government—opera%ed telephone and telegraph service is largely

confined to isolated communities. This service, which is provided over

open wirelines and by radio, ié poor. Modern teleprinter telegraph

"service 1s available in Panama City, Colon, and David over facilities of

Communications Incorporgted.

International radiotelephone and radiotelegraph service is available
to most areas of the world, and a 128-channel submerine telephone cable,
which lands in the Canal Zone at Fort Sherman, connects Panama with-

Miemi via Jamaica. An extension of this telephgne cable, with a caﬁacity
of 80—teléphone channels, to Cartagena, Colombia is planned for completion

in 1966.
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Tahle 28

Panama: Nurber of Telephones

1961-6L

No. of telephones in major

Total¥ _ urben areas, 1964
1961 32,586 " Panama City 33,59
1962 35,954 Colon 4,713
1963 39,086 ‘ Dewvid 1,206
_196& 41,658

¥ Includes 690 telephonesoperated by The General Administration of Post
Offices and Telecommnications, and excludes the 9,5;85 telephones in the

Canal Zoneo .
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E..jSatellite Communications

Panaua's application té Join the Global Commercial Communications
Satellite System (INTELSAT) was approved in May 1966. Its quota in this
sysﬁem‘will.bg .0k ﬁércent, costing about $100,000. The Panamanian
government has e;pressed an active intereét in establishing the first
earth station in Iatin Aﬁerica for satellite communications. Seve?al
U.S. firms have méde proposals to the government and to Communications
Incorporated, & private Panamanilan compeny, for the necessary facilities.
No commitment’has 5een made, however, nor has & declsion been made as to
whether a government ministry, Communications Incorporated, or a new
priyate company will be given the concesslon. International Telephone
and Telegraph Company (ITT) -- which already has & concession in Panema
‘for international communiéationsrthrough 1ts subsidiary All American
Cables and Radio, Inc; -~ has proposed to the Panamanian government
that it finance, at a gost of $5 million, and operate an earth stgtion
end pay the govermment an énnual fee for the concession. In August 1966,
ITT subsequently proposed to Communications Incorporated thét g new company

'

be formed (60 percent Panamenian interests and 40 percent IIT) for the

- 13 -
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construction and operation of a satellite earth station.¥*
An earth station for satellite comrunications in Paname would offer
direct telephone, telegraph, and televislon clrcults with North America
with
and Furope, and eventually/Africa and South America. Access to the Panama
esrth station could be made available to the Central American republics
.and possibly Colombia and Venezuela. In addition to its prestige value,

a satellite earth station would bé the source of additicnal forelgn exchange

for the Panamenian economy.

% There are unconfirmed reports that Communications Incorporated is
setting up a new company, called Intra-World Satellite Communications

Company of Panema Inc. (Intra Mundial de Comunicaciones Via Satelites de

Panama, S.A.), in collsboration with Panamanian television lnterests.
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VII. Domestic and International Trade

;r.‘,_ 2.

A, Damestic‘Trade

The three principa; marketing areas in Panama are Panama City,
Colon, and David qﬁd their surrounding regions. Panama City and Colonm,
because of theif proximity to the Panama Canal, are strongly influenced
by thé foyéign market; David, with the surrounding-Chiriqui Province,
is essentially an agricultural center with a rgtail commerce oriented
toward the farmer. Difficult and costly overland transpoftation between
the urban centers and the interior has been an jmpo;tant factor in the
slow development of domestic commerce. The existing road network serves
6n1y half of the population; coastal tramp vessels are used to some extent
to distribute merchandise along coastal areas.

The cdmposition of urban and rural commerce differs widely. Urban
centers contain a wide variety of outlets from sufermafkets to smail
épecialty shops. Urbén stores carry domestic agricultural and manufactured
products but consumers of higher income levels generally prefer available
imported merchandise. In the rural areas, on_thé other hand, commercial
activity is centered in general stcres, groceries, and cantinas. Proprietors
often act as wholesale agents, collecting agricultural products and selling

dry goods to local consumers.

Only Panamanian nationalsméy engage in retail trade with the single

- 136 -
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exception of U.S. citizens who are residents of Panama. Foreigners may

engage in wholesale activifies but are subject to restirictions on employment

of foreign labor. Retailing generally is done by the importers and wholesalers
'thegselves_alihough comuission represegtatives are sometimes retained. The
Panamanian government directly engages in retail trade through its

monopolies in the production, distribution, and sale of salt, in the distribution

of alcohol for liguor production, and in the collection of coconuts as
weli as through exten;ive purchases and sales of certain agricultural
products.

Although there is frce‘determination of prices generally, the
governmept does exercise control over wholesale and retall prices,
especially in some foodstuffs. The influence of the Institute for Economic
Development (IFE) is particularly effective in regard to prices on corn,
rice, coffee, sugar, tomatoes, and coconuts. The ;FE occasionaliy'limits
profits as a gesture of concern” "for the puﬁlic good." The govermment

elso regulates prices of antibiotics, fuels, and products of domestic

industries that operate under special incentives legislation.
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B. International Trade

In both the consumér and industrial sectors the economy of Panama
is strikingly dependent upon foreign trade. . Ibsﬁite attempts to reduce its
commodity trade deficit; Panama. continues to Import at a level more than
/&oublé its annual export sales.' Annual imports have been increasing at av
'rapid rﬁte as a result of the inability of domestic soﬁr?es to meet the
rising demand for cons?mer goods, raw materials for the processing industries,
and machinery and materials required for economilc development. The widening
gap between commodity exports and imports is filled in large degree by
revenues accrulng as a result of Panama Canal operations and, to a lesser
extent, from tourism and capital inflows.

1. Imports

Cqmmodity imports in 1965 increased about 11 percent to a
value of almost US $190 million (see Tatle 29 ), far outstripping the growth
rate of 8 percent in real gross domestic product (GDP). This level of
imports was the equivalent of more than 30 percent of GDP. - 'The ?esurgence
of imports in 1965 was the result of renewed business confidence following
- the anti- U.S. riots in 196k whén imports increased less than 4»percent.
Liberal credit policies permitted inventories that were depleted in 1964

to be replenished and the resumption of foreign capital inflows allowed
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industrlal and development pzoJecto to move ahead. The economic recovery
in 1965 also permitted a continuation of the trend toﬁard rapidly rising
imports of consumer goods already evidenﬁ‘prior to the riots.

A'The promotion of import gubstitutioh industries, particularly
in the consumer goods field, has loﬁg been a govermment policy in order to
develop industry and to feduce Import demand. This policy has led to the
impositionvof protective import duotas and tariffs and to the lowering of

. | | o
.import duties on input requirements for established industries and/capital
equipment fo% nev industries. A new effort was made in March 1966 to
restrain demand for competitive foreign‘products by making bésic administrative
~ changes in the enforcement of protective regulations. Thése changes,
‘however, are not likely to relieve significantly pressures‘for increased

. because
-impprtsi]i;most non~-food processing industries bave a large import coefficiept
as do mést private and public investment projects. The rate of increase.in
imports during 1966 reportediy has been higher than that for 1965.

2; 'Exgdrts
Exports from Panama, consist mainly of primary food products --
bananas, shrimp, sugar,‘and coffee -~ and refined petroleum products (see
Table 30 ). Total exports in 1965 reached a value of approximately US $90

million or more then twice the value of exports in 1961. Most of this

Increase was the result of expanded banana exports, sales of which almost
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doubled due to new plantiggs undertaken in Panama, and, to an even greater
degree, exports of refined petroleum.pro&ucts. Sales of refined petroleum
products weie initiate@ in 1962 and rose to approximately US $25'million in
1965. Counterparﬁ importe of crude petroleum, however, grew froﬁ.US $17
million in i962 to US $38 million in 1965. It is estimated that net foreign
exehange eafnings from sales of peﬁroléumemeasured oyly US $7 million in 1965.
The peed te expand and diversify exports i1s recognized by the

‘Panamanian government but,éside from greaterlbanana production and
establishment of a petroleum refinery, little pfogréss has been made. It
is hoped that exports of less traditional agricultural éroducts can be

for example, S
increased; /the expansion program in the cattle industry eventually may
allow eddition of new items to the list of expofts. Thus far, surpluses
in mest fields have been minimal, however, largely because domestic demand

has absorbed production increments as theyoccurred.

3.  Direction of Trade

Panama's trade is strongly oriented toward the U.S. market with
more than 45 percent of its exports being sold to this country. If imports
of Venezuelan crude petroleum are .excluded, Panams receives more than

31
half of its imports from the United States. (See Tebles /and 32 .) Trade
with member countries of the European Common Market has increased in recent
years and during 1962-65 accounted for an average of 6 percent of Panamanian

. exports and over 8 percent of its imports. Trade with Latin American
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Percentage Share

1960, 1963-65 a/

Country

Panams, Canal Zone

Colon Free Zone

Uhited States

Latin America
Venezuela,

Rest of world
Common Market

. Total
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1§;:;ggmggnents may not add to totals due to rounding.

Approved For Release 2001:703704 " CIA- RDP79T01049A003300150001-8

[ SIS

- s

Fada T8

~a,._,_1‘1



Approved For Releil\sg 2901!0 M?;:GIA‘WP?QTM049A003300150001 -8

Isudiund R

© Table 32

Panama.: Dlrectlop of Trade, Exports, Percentage Breakdown
by Major Trading Partner, 1960 1963-65 &/

(Percent of Total)

Conatry . 1960 1963 1964 1965

Identifiable exports to
Canal Zone ) 20,6 23.4 17.2 19.0

Goods purchased by U.S.
agencies (Nonregistered . _
exports) 22.6 k.5 12.1 12.2

Exports of petroleum
products - 9.0 5.1 6.7

Identifiable exports to

Colon Free Zone .8 6 5 2
United States | 47.6 Lo.7 . bk3.b k5.7
Canada _ .2 4.8 10.1 8.8
Iatin America .2 2.3 3.3 1.6
Common Market, .8 6.2 Tk k.9

E Rest of World 27.7 21.9 18.1 19.8
’I'c.ntal 100.0 100.0 100.0 100.0

a. Conponents maey not add to totals due to rounding.
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countri?s, on the other hand, continues to be very small representing

less than 2 percent of_Panamanian exports and L percent of its imports in
1965 (excluding purchases of Venezuelan.petroleum).

hi CACM-
The.question of Panama joining the Central American Common

Market (CACM) or any 6iher trading drea 1s still tnder considération'with
épecial attention being paid to the competitiveness or compleﬁentarity

fof Panama with these areas, relative wage-prodﬁctivity'iatios, advantages 
" of new industries'possibly resulting from membership, and similar matt;rs.
Some concern has been volced that membership in CACM woﬁld affect
negatively»Panama's profitable relationshwith the Canal Zonej it has been
proposed that action regarding membership be postponed until after completion
of treaty talks with the United States. It also has been suggestéd in

sonme Panamanian.circles'that a preferential relationship shoula be

sought with the United States as a more profitable alternative to

market membership; The Panamanian Chamber of Commerce, on the other

hand, has recently proposed the conversion of all of Panama into a free
tradé zone, arguing that it is more advanﬁageous to become a center of
regional trade and finance without affilistion with any one "common market"”.

Panama already has applied for membership in sybsidiary organs
of the Orgagizatibn ofACentral American States and, pending ratification,
will pérticiraie in its labor and sociql sgcurity, public health, and tourism
- 147 -
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councils. Moreover, the study recently completed by Doctor Remon Temames,

; Spanish economist commissioned by the FPanemanian goverrmment to analyze

"relative advantages attending entry into CACM, strongly recommends
japplicgtion for full membership at ﬁheiearlieét opportunity. It 1s doubtful
that aﬁy cénclusive action will be taken, however, at least until a similar

‘study by CACM countries is completed.

5. Colon Free Zone

The Colon Free Zone provides aspproximately10 percent of Panama's
imports making it the third ﬁost important supplier (ﬁ.S, - first; Venezuelan
petroleum - second). »Of greater significance, however, 1s its role as an
earﬁer of foreign exchange for Panama. Exports from the Colon Free Zone
incréased from US $16 million in 1953 to over US $133 miliion in 1964
Vith>Panamanian earnings of'foreign exchange from this source growing from
US $1 million to US $11 million Auring the same period.

The growth pétential of the Free Zone appears to be excellent
and its advantages are being vigorously promoted abroad. A éizgable
eﬁlﬂrgement of ite physical plant is belng planned to cope with the increasing
trade between Latin Americen and U.S. and Buropesn industries. To date,

Zone activities have been mainly disfributive in nature with relatively
large incoming shipments being stored and repackaged into sméller lots for

re-export to South American purchasers. It is probable that manufacturing

- 148 -
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and processing will play & more important role in the services offered by
vZone facilities in the future.

6. Canal Zone

By far the most important element in Panamé‘s overall external

economid relations 1s its\relationship with the Canal Zone. _Nét earnings
on goods and services to the Canal Zone in 1965 totaled ﬁS $90imillion,
offsetting a substantial portign of the US $104 million deficit incurféd
in goods an@ services transéctions with the rest of the world. Since 1961
these deficits have been-climbing steadily reaching é cumulative total of
US $482 million for the five year period through 1965. Net goods and
services transactions with the Canal Zone during this period, however,

offset well over three-fourths of the deficit in trade with the rest of

Al

the world, leaving an imbalance of only US $104 million to be covered by
capital movements and decreases in foreign exchange reserves.¥

¥__TEE§E???ﬂ§1res understate the importance of the Canal Zone as a contributor

to Panama's fofeign exchange earnings inasmuch as they include only income
deriving directly from activities in the Canal Zone. The broader concept

employed by the Stanford Research Iﬁstitute in its 1965 study (SRI Project

5383, "Impact of a Sea-Level Canal on the Economy of Paname", July 1965)

Includes additional sources of inflow of foreign exchange due to the existence

of the Canal but not directly derived from activities within the‘Zone, e.g.,

net Canal-derived contributions of the Colon Free Zone, a portion of earnings

from foreign visitors, airport incoﬁe, and diplomatic activity, and various

bunker fuel and shippiné operations. Employment of this methodology significantly

increases estimates of foreign exchange earned due to the Cenal; for example,

US $127 million in 1965 as compared with US $c0 million reported in balance of
‘payments data. The SRI study estimates that of total foreign exchange earned by

Panema, approximately 70 percent is attributable to Canal and U.3. military activitic
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Table 33

Panama: Transactions with the Panama Canal Zone,

1960-1965

(In millions of US $)

1960 1961 1962 1963 196k 1965 a/

Receipts ° ’ | _ 65.8 k.5 8.k 95.4 9.2 101.0
Income” ~ earned by Republic residents ' | | .
employed in the Canal Zone _ 27.1 30.8  35.9 38.5 k3.2 kb7
Wages and salaries (net) b/ © (en.2) (27.3)7(32.5) (35.2)P (40.0) (43.2)
Retirement and‘ﬁisability pay (2.9 (3.5 (3.4) (3.3) (3.2) (3.9
Expenditures in Republic by Canal Zone
residents - 36.8 - 11.8  47.3 18.5 4.8 k7.6
Household _1#.% 7.1 20.4  21.8 16.7  23.7
U.S. Government agencies 9.6 9.7 11.8 2.2 127 1kl
Goods _ | (8.9 ( 9.0) (10.5) (10.9) (10.2) (11.2)
Services ( 0.7) b( 0.7) ( 1.3) ( 1.3) .( 2.5) { 3.2)
Private organizations : 12.8 15.0 15.1 1h.5 1. 9.5
Contractors; for Canal Zone
projects ( 8.%) (0.8 (0.7 (9.7 (6.3 (5.2
- Other . (L) (h6) (kL) (4.8 (5.1) ( k.5)
" Sales of pet.;r'oieum products - - 2.3 6.5 k.3 L.8
Penama Canal annuity " 1.9 1.9 1.9 1.9 1.9 1.9
Payments . - 4.9  15.3 13.7 8.1 4.8 1.6
Imports of merchandise 1.1 11,5 10.0 5.3 2.2 k9
Services ' \ 3.8 3.8. 3.7 2.8 2.6 2.7
Net receipts . 50.9 59.2  73.7 87.3  85.h 93.h

&, Preliminary.

b. Salaries earned net of estimated deductions for retirement, insurance, and
medical service.

- - 150 -
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; Of total net earnings of US $90iahllion from relations with the
Canal Zone in 1965, about US.$15 million reflects an export surplus on.
goods account. Total sales to the Zone are estimated at US $17.5 million of
which $6 m%llion represent exports qf petroleum produéts and the remainder
purchases by U.S. governmgnt agencies. Net earnings on services account
are‘estimated at US $75 million in 1965 of which about $h7 million reflects
income earned 5& Republic residénts employed in the Canal Zone and US $okt
million private eipenditures in the Republic'by Canal Zone residents.v

(See Table33 for a breakdown of transactions with the Canal Zone in detail).

T. Balance of Payments

~

The imbalasnce on overall current account of US $19.5 million
in 1965 was financed through & net inflow on capital account of Us $9.5
mi}lion and a reduction of US $10 million in foreign exchange reserves.
(See Table 34 .) Total.éapital received by the public sector increased
by some US $3 millioﬁ over the 196k level largely as a result of larger
official transfer payments coupled with a decreage in the outflow of
© short-term capital. Significant improvement occurred in the private
sector as well, with capital outflow dropping by US $6 million from the
1964 figure. In 196k, the net inflow of capital to the puglic sector had
been canceled out by the unusu;lly large outflow of private capital,
leaving foreign exchange reserves to take the full brunt oflbalancing
the US $23 million deficit on current account.

- 151 -
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/ During the 1960-62 perioé the inflow to the private sector
(largely to finance bullding of fhé 0il refinery) Had been the most
imporfant éource of foreign capital to the Panamanian economy. By 1963
bﬁrivaéévéapital inflow had siowed appréciably and the public sector was
“the main‘beneficiary of the reco?d capital recéipts fér that year. Foreign
loans to the national government have since,decfeaséd, however, while .
loan repayments ﬁéve risen so that in 1965 net capital inflow to the public
séctor measured US $8 million as compared with US $23 million in 1963.
Increases in the inflow of capital to both the public and

private sectors are expected during 1966-68 but the defiecit on current

\

account is ekpected to grow steadily as a.result of the ingreasingly large
'import demand génerated by investment programs. Preliminary'reports indicate
that imports during the first six montﬁs of 1966 increased 18 percent over

the corresponding period in 1965. The International Monetary Fund already

has voiced concern regarding import pressures on the balaﬁéerf payments

in the face of the cu;rent lack of dynamism in development of tbe export trade.

The syccess with which the Panamanian government pursues 1ts

stated objectives of increasing and diversifying production for export as
-well as for import substitution will be an important deterﬁigant of Panama's
ability to generate the foreign exchange earnings necessary to future

economic growth. Increased sales of services (e.g. Colon Free Zone operations,
tourism) also represent an important potential sou?ce of forelgn exchange.
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Thus far, the tendency has-been to rely far too heavily upon Canal-derived
foreign exchangelearnings'to sustain impofts. Even were there no changes
contempléted in the location and opération.of the Canal, net foreign
exchange earnings from other sources would have to be incregsed to maintain
the pfesent rate of economic growth. In the face of current discussions
regarding modernization and/or moving of the Canal, it becomes imperative
that fanamanian:economic planning undértake the éoluiioﬁ not oniy of
problems attending the interim dislocations inyol&ed in the change but

also that of offsetting the long-term reduction in foreign exchange receipts
which will occur in varying degrees under all of the plans beilng contemplated.
Expansion of domest;c production of goods and services is essential to
achieving the higher degree of import selectivity and expgrt aetivity

\

necessary to insure an adequate level of foreign exchange earning power.
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Figure 1: General Map of the Republic of Panama
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Figure 2: Urban and Rural Population, by Province, 1960

Urban population -
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Figure 3; Geographic Reglons
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Figure 4: Cultivated Land in Relation to
Area of the District, 1961
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Figure 5: Areas of Lumber Exploitation
and Locatlon® of Sawmills, 1961
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Figure 6: Electrification, 196k
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Figure 7: Cottage Industries According to Cless, 1960
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Figure 8: Highways, Roads and Railroads, 1963

Capital of the Republie

@ Provincial capital
¢ District capital
——— Concrete
T Asphalt
———— Gravel

Dirt
Proposed

44} BRailroads

Apbr_oved For Release 2001/03/04 : CIA-RDP79T01049A003300150001-8



Approved For Release 2001/03/04 : CIA-RDP79T01049A003300150001-8

CARRETERAS,

LAMINA N¢ 71

CAMINOS Y FERROCARRILES : ANO 1963

Capital de ki Repiblico . \
Cobecers de  Provincia ; \
Cobecers de Distrito ) /M J/
. R N
ot .

.

'

Grave

04 . CIA-RDP79T01049A003300150001-8




